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INTER-AMERICAN DEVELOPMENT BANK ACT 


TUESDAY, JUNE 23, 1959 


U.S. SENATE, 
CoMMITTEE ON ForEIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to call, at 10:05 a.m., in room 4221, 
New Senate Office Building, Senator J. W. Fulbright (chairman) 
presiding. 

Present: Senators Fulbright, Green, Sparkman, Mansfield, Morse, 
Lausche, Wiley, Hickenlooper, and Aiken. 

The CHatrMAN. The committee will come to order. The Com- 
mittee on Foreign Relations today is holding a public hearing on 
§. 1928, a bill to provide for the participation of the United States 
in the Inter-American Development Bank. I introduced this bill by 
request on May 13, 1959, in response to the desire of the administration 
that the Congress support such action. 

(S. 1928 is as follows:) 


[S. 1928, 86th Cong., Ist sess.] 
ABILL To provide for the participation of the United States in the Inter-American Development Bank 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, 
SHORT 1ITLE 


Section 1. This Act may be cited as the “Inter-American Development Bank 
Act”’. 


ACCEPTANCE OF MEMBERSHIP 


Suc. 2. The President is hereby authorized to accept membership for the United 
States in the Inter-American Development Bank (hereinafter referred to as the 
“Bank’’), provided for by the agreement establishing the bank (hereinafter referred 
. as the “‘agreement’’) deposited in the archives of the Organization of American 

tates. 


GOVERNOR, ALTERNATE GOVERNOR, AND EXECUTIVE DIRECTOR 


Src. 3. (a) The President, by and with the advice and consent of the Senate, 
shall appoint a Governor of the Bank and an alternate for the Governor. The 
term of office for the governor and the alternate Governor shall be five years, but 
each shall remain in office until a successor has been appointed. 

(b) The President, by and with the advice and consent of the Senate, shall 
appoint an Executive Director of the Bank. Except as provided for in article XV, 
section 3, of the agreement, the term of office for the Executive Director shall be 
three years, but he shall remain in office until a successor has been appointed. 

(c) No person shall be entitled to receive any salary or other compensation from 
oa United States for services as a Governor, Alternate Governor, or Executive 

irector. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 
PROBLEMS 


Sec. 4. The provisions of section 4 of the Bretton Woods Agreements Act, as 
amended (22 U.S.C. 286b), shall apply with respect to the Bank to the same 
extent as with respect to the International Bank for Reconstruction and Develop- 


1 
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ment and the International Monetary Fund. Reports with respect to the Bank 
under paragraphs (5) and (6) of subsection (b) of section 4 of said Act, as amended, 
shall be included in the first report made thereunder after the establishment of 
the Bank and in each succeeding report. 
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CERTAIN ACTS NOT TO BE TAKEN WITHOUT AUTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall, on behalf of the United States, (a) subscribe to 
additional shares of stock under article II, section 3 of the agreement; (b) request 
or consent to any change in the quota of the United States under article IV, 
section 3, of the agreement; or (c) accept any amendment under article XII of 
the agreement. Unless Congress by law authorizes such action, no governor or 
alternate appointed to represent the United States shall vote for any increase of 
capital stock of the Bank under article II], section 2, of the agreement or any in- 
crease in the resources of the Fund for Special Operations under article IV, section 
3(g) thereof. 

DEPOSITORIES 


Sec. 6. Any Federal Reserve bank which is requested to do so by the Bank 
shall act as its depository or as its fiscal agent and the Board of Governors of the 
Federal Reserve System shall supervise and direct the carrying out of these 
functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTION 


Sec. 7. (a) There is hereby authorized to be appropriated to the President, 
without fiscal year limitation, for the purchase of thirty-five thousand shares of 
capital stock in the Bank, $350 million. In addition, there is hereby authorized 
to be appropriated to the President, without fiscal year limitation, for payment 
of the subscription of the United States to the Fund for Special Operations, $100 
million. 

(b) For the purpose of keeping to a minimum the cost to the United States 
of participation in the Bank, the Secretary of the Treasury, after paying the 
requisite part of the subscription and quota of the United States in the Bank 
required to be made under article II, section 4, and article IV, section 3, respec- 
tively, of the agreement, is authorized and directed to issue special notes of the 
United States from time to time, at par, and to deliver such notes to the Bank 
in exchange for dollars to the extent permitted by the agreement. The special 
notes provided for in this subsection shall be issued under the authority and 
subject to the provisions of the Second Liberty Bond Act, as amended, and the 
purposes for which securities may be issued under that Act are extended to 
include the purposes for which special notes are authorized and directed to be 
issued under this subsection, but such notes shall bear no interest, shall be non- 
negotiable, and shall be payable on demand of the Bank. The face amount of 
special notes issued to the Bank under the authority of this subsection and out- 
standing at any one time shall not exceed, in the aggregate, the amount of the 
subscription and quota of the United States actually paid to the Bank under 
article II, section 4, and article IV, section 3, respectively, of the agreement. 

(c) Any payment made to the United States by the Bank as a distribution of 
net income shall be covered into the Treasury as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States, its Territories or possessions or the Commonwealth of Puerto Rico by or 
against the Bank in accordance with the agreement, the Bank shall be deemed to 
be an inhabitant of the Federal judicial district in which its principal office in the 
United States is located, and any such action at law or in equity to which the Bank 
shall be a party shall be deemed to arise under the laws of the United States, and 
the district courts of the United States shall have original jurisdiction of any such 
action. When the Bank is a defendant in any such action, it may, at any time 
before the trial thereof, remove such action from a State court into the district 
court of the United States for the proper district by following the procedure for 
removal of causes otherwise provided by law. 
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INTER-AMERICAN DEVELOPMENT BANK 3 


STATUS, IMMUNITIES, AND PRIVILEGES 


Sec. 9. The provisions of article X, section 4(c), and article XI, sections 2 to 9, 
poth inclusive, of the agreement shall have full force and effect in the United 
States, its Territories, and possessions, and the Commonwealth of Puerto Rico, 
upon acceptance of membership by the United States in, and the establishment of, 
the Bank. 


SECURITIES ISSUED BY BANK AS INVESTMENT SECURITIES FOR NATIONAL BANKS 


Sec. 10. The last sentence of paragraph seventh of section 5136 of the Revised 
Statutes, as amended (12 U.S.C. 24), is amended by inserting after the words 
‘International Bank for Reconstruction and Development”’ the words ‘‘or the 
Inter-American Development Bank” and by striking the words “said Bank’’ and 
inserting in lieu thereof “either of said Banks’’. 


SECURITIES ISSUED BY BANK AS EXEMPT SECURITIES; REPORT FILED WITH 
SECURITIES AND EXCHANGE COMMISSION 


Sec. 11. (a) Any securities issued by the Bank (including any guarantee by 
the Bank, whether or not limited in scope) in connection with raising of funds 
for including in the Bank’s ordinary capital resources as defined in article II, 
section 5, of the agreement, and any securities guaranteed by the Bank as to 
both principal and interest to which the commitment in article II, section 4 (a) (ii), 
of the agreement is expressly applicable, shall be deemed to be exempted securities 
within the meaning of paragraph (a) (2) of section 3 of the Act of May 27, 1933, 
as amended (15 U.S.C. 77c), and paragraph (a) (12) of section 3 of the Act of 
June 6, 1934, as amended (15 U.S.C. 78c). The Bank shall file with the Securities 
and Exchange Commission such annual and other reports with regard to such 
securities as the Commission shall determine to be appropriate in view of the 
special character of the Bank and its operations and necessary in the public 
interest or for the protection of investors. 

(b) The Securities and Exchange Commission, acting in consultation with the 
National Advisory Council on International Monetary and Financial Problems, 
is authorized to suspend the provisions of subsection (a) at any time as to any or 
all securities issued or guaranteed by the Bank during the period of such suspen- 
sion. ‘The Commission shall include in its annual reports to Congress such infor- 
mation as it shall deem advisable with regard to the operations and effect of this 
section and in connection therewith shall include any views submitted for such 
purpose by any association of dealers registered with the Commission. 


CERTAIN REPORTS REQUIRED 


Sec. 12. The reports of the National Advisory Council on International Mone- 
tary and Financial Problems provided for in section 4(a) (6) of the Bretton Woods 
Agreements Act (and referred to in section 4 of this Act) shall also cover and 
include the effectiveness of the provisions of section 11 of this Act and the exemp- 
tion for securities issued by the Bank provided by section 5136 of the Revised 
Statutes in facilitating the operations of the Bank and the development of the 
economic resources of member countries of the Bank and the recommendations 
of the Council as to any modifications it may deem desirable in the provisions of 
this Act. 


The Cuarrman. The principal witnesses this morning are Mr. T. 
Graydon Upton, Assistant Secretary of the Treasury, appearing on 
behalf of the Treasury Department and for Secretary Anderson and 
Mr. C. Douglas Dillon, Under Secretary of State. I understand that 
the only public witness scheduled to appear thereafter is Mr. Walter 
Harnischfeger, representing the Citizens Foreign Aid Committee. 

I would hope that we will have time to receive his testimony before 
the close of this morning’s session. 

Mr. Upton, we are very glad to have you. I believe you were the 
US. representative on a special committee which negotiated agree- 
ments to create the Bank; is that not true? 

Mr. Upton. Yes, sir. 

The CHatrMAN. You may proceed in your own way if you will. 
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STATEMENT OF T. GRAYDON UPTON, ASSISTANT SECRETARY OF! %! 
THE TREASURY; ACCOMPANIED BY CHARLES R. HARLEY, | 
CHIEF, LATIN AMERICAN DIVISION, OFFICE OF INTERNATIONAL 
FINANCE; AND FRED B. SMITH, OFFICE OF THE GENERA] fin 
COUNSEL ne 


we 
Mr. Upton. Mr. Chairman, I am appearing this morning on behalf | no 
of Secretary Anderson who is unavoidably detained by another con- 
gressional committee on other pressing legislative matters. Secretary | Wl 
Anderson asked me to read his statement to your committee and to | 
express his regrets at not being able to deliver it in person. He | be 
hopes that, in view of the fact that I was the chairman of the U.S, | tr 
delegation which negotiated the agreement, your committee wil] | no 
consider it appropriate for me to represent him here and answer such 
questions as it might have. However, should there be any questions | mé 
on which the committee would like to have the Secretary’s personal | of 
view, I shall be happy to arrange to obtain such views for the com. | th 
mittee, or to arrange for the Secretary to appear at a later date. Int 
Accompanying me this morning are Mr. Charles R. Harley, Chief 
of the Latin American Division of the Office of International Finance, | fin 
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and Mr. Fred B. Smith, of the Office of the General Counsel, both of | for 
whom served on the U.S. delegation with me. oN 
With your permission, Mr. Chairman, I would like to read the { be 
Secretary’s statement. | ing 
het 
PRESIDENT’S RECOMMENDATION ON INTER-AMERICAN DEVELOPMENT | &8 
BANK ant 

The President on May 11 sent a special message to the Congress 

recommending that the United Srates accept membership in the pro- 
posed Inter-American Development Bank. Attached to this message d 
was a special report of the National Advisory Council on Inter- | ¢st 
national Monetary and Financial Problems strongly recommending | tm 
such action. An 
I am appearing before you today to support the President’s recom- | Sta 
mendation and urge your favorable consideration of this request. , 
The bill before you, S. 1928, provides for the acceptance of member. | tha 
ship by the United States and makes provision for authorization of the | mo 


financial contribution necessary to effect our participation in this | effc 
new institution. ( 


HISTORIC COOPERATION BETWEEN UNITED STATES AND WESTERN | 
HEMISPHERE COUNTRIES 


Over a major portion of our history, the United States has forged 
a chain of cooperation with the nations of the Western Hemisphere. | the 
Step by step, together we have acted on matters of mutual interest | the 
and for our mutual defense. The Organization of American States, | 02 
the Inter-American Defense Board, the Inter-American Economic | Thi 
and Social Council, as well as many bilateral commissions and boards, | Sta 
bear witness to this fact of hemispheric cooperation. Pre 
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NEED FOR FINANCIAL INSTITUTION TAILORED TO LATIN AMERICAN 
ECONOMIC DEVELOPMENT 


It bas become apparent in recent years that an inter-American 
financial institution would be an important link in this chain. Our 
neighbors to the south have advocated such an institution which 
would be tailored specifically to the needs and demands of the eco- 
nomic development of Latin America. 

They and we believe that a financial institution dealing specifically 
with Latin American problems would be of tremendous importance 
and assistance, not only in terms of additional financing which would 
become available, but even more so in terms of the greater concen- 
tration of interest, activity, and mutual understanding of the eco- 
nomic development problems of Latin America. 

Projects for an Inter-American Bank have been discussed over 
many years. At Buenos Aires in 1957 at the Economic Conference 
of the Organization of American States, the United States joined with 
the Latin American countries in a resolution recommending that the 
Inter-American Economic and Social Council convoke a specialized 
committee of governmental representatives to study the problems of 
financing economic development, including consideration of proposals 
for an inter-American financial institution. 

Here in the United States, the conviction has grown that it would 
be in our interest to join with the other American Republics in found- 
ing a new bank which would concentrate on the problems of this 
hemisphere and in which the Latin American countries would provide 
a substantial part of the resources and a great deal of the initiative 
and management. 


WHY ESTABLISHMENT OF HEMISPHERIC BANK IS TIMELY 


At no time in the past have conditions appeared so propitious for 
establishment of an Inter-American Bank as they do at the present 
time. In recent years there has been a marked growth in Latin 
American interest in economic cooperation not only with the United 
States but among the various Latin American countries themselves. 

This new trend toward economic cooperation means, I believe, 
that efforts to establish a new Inter-American Bank now are much 
more timely than they would have been in the past and that such 
efforts are much more likely to be successful. 

U.S. support for the establishment of a new institution was an- 
nounced last August by Under Secretary of State Dillon. 


RECENT STEPS TOWARD SETTING UP BANK 


A specialized committee for negotiating and drafting a charter for 
the new financial institution met in Washington in January 1959 at 
the Pan American Union and drafted an agreement which was signed 
on April 9 by the representatives of the 21 American Republics. 
This agreement was widely hailed as a great step forward in United 
States-Latin American relations. In a letter to the Conference, 
President Eisenhower stated: 


I believe that the proposed Inter-American Development Bank, when approved 


by the members of the Organization of American States, will make a significant 


42667—59——2 





6 INTER-AMERICAN DEVELOPMENT BANK 


contribution to the continuing economic progress of the American Republics and 
stand as an enduring testimonial to the spirit of cooperation among these nations, 

This agreement is now being submitted to the governments for 
acceptance or ratification in accordance with their own constitutional 
processes. S. 1928 provides the necessary authority for participa- 
tion by the United States. 


U.S. ECONOMIC RELATIONS WITH OTHER AMERICAN REPUBLICS 


As a matter of national policy, the United States has developed | 
over many years close relations with the 20 other republics in this | 


hemisphere. We have had for more than a century the friendliest 
relationships with these countries, both politically and economically. 
The new Bank will help to maintain and strengthen these good rela- 
tions and intimate associations in world affairs. 

One aspect of this relationship is our trade with Latin America, 
which forms a large part of our total international trade. About 30 
percent of our imports come from Latin American countries, and 
about one-fourth of our exports go to those countries. Our imports 
from these 20 countries have been running in recent years at an annual 
rate of $3% billion. 

Our exports to Latin America have been around $4 billion. We 
sell to these countries machinery and vehicles, chemicals and textiles, 
and a great variety of manufactured products. Trade with the 
United States is also of the greatest importance to the Latin American 
countries. Over half of their imports annually come from the United 
States, and about half of their exports go to the United States. Our 
trade relations, therefore, necessarily loom very large in the thinking 
of the Latin American countries and our trade with Latin America is 
of tremendous importance to us. It is vital for us to continue the 
expansion of our trade with the American Republics. 

American industry also has a tremendous stake in Latin America. 
American companies have invested $8.8 billion in branches and 
subsidiaries in Latin America. Our investments in Latin America 
represent about 35 percent of our total foreign direct investments. 
In recent years U.S. investors have reinvested in Latin America 
annually over $200 million of their earnings. Our investments are 
an added reason for assisting Latin American economic development. 


CAPITAL NEEDED TO REALIZE DEVELOPMENT POTENTIAL OF LATIN 
AMERICA 


—— LL 


Many of the countries of Latin America today are far from realizing | 


their economic potential. Many of them have vast natural resources 
which are as yet untapped. In fact, some of these countries have 
never even been fully explored. With their expanding populations, 
they have increasing manpower to develop their resources and indus 
tries, and with further investment of capital and technical assistance, 
they can utilize this manpower more efficiently to produce more for 
their own consumption and for world markets. In Latin America, 4s 
elsewhere, the main source of capital must, of course, be the work and 
savings of the people living there. But these economies cannot 
obtain the capital goods they need for expanding production except 
by importing these goods from abroad and obtaining from abroad 4 
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INTER-AMERICAN DEVELOPMENT BANK 7 


considerable part of the necessary financing as the United States did 
in the last century. Private capital has been and must continue to 
be the major source of such financing, but there are areas in which 
private capital cannot be expected to do the job. 


HOW BANK WILL OPERATE 


The proposed Inter-American Development Bank has been designed 
for the particular purpose of expanding the growth of Latin America 
under present conditions. The Bank will provide additional needed 
finance by making loans to supplement other sources of credit. It 
will also provide assistance to these countries in formulating develop- 
ment programs and in engineering and organizing particular projects. 
Its technical assistance work will help Latin American countries in 
obtaining capita], not only from the Inter-American Bank, but from 
other existing institutions, and more importantly, from the private 
capital market. 

The Inter-American Bank can assist the countries in formulating 
and presenting their projects and in making most effective use of their 
borrowing capacity. 

The Inter-American Development Bank is designed to enlist the 
full cooperation of the Latin American countries in a joint enterprise 
with the United States. All will share a part of the cost and in the 
responsibility for managing the institution successfully. 

The Bank should assist the countries in mobilizing their own re- 
sources and in encouraging domestic and foreign private capital to 
undertake desirable investments. By concentrating on the problems 
of the other American Republics, it can give close attention to their 
needs. The assumption by the Latin Americans of a major responsi- 
bility for management, both as lenders and as borrowers, should facili- 
tate the harmonious economic development of all these countries. 


U.S. SUBSCRIPTION AND PROPORTIONATE QUOTAS OF OTHER COUNTRIES 


The total resources of the Bank will amount to $1 billion, of which 
$850 million will be the authorized capital stock for its ordinary 
operations and $150 million will be the initial resources of the Fund 
for Special Operations, which I will discuss presently. 

The U.S. subscription will be $350 million, or 41 percent of the 
total ordinary capital of the Bank. The shares of the other members 
are generally in proportion to their proposed new quotas in the 
International Monetary Fund. 


INSTALLMENT PAYMENTS BY MEMBERS INTO CAPITAL FUND 


Of the total capital, $400 million is to be paid-in capital, with an 
initial installment of 20 percent to be paid by each country on or 
after acceptance of membership, but in any event not later than 
September 30, 1960. 

A second installment of 40 percent will be payable when the Bank 
calls it, not before September 30, 1961, and a third installment of 40 
percent when the Bank calls it, not before September 30, 1962. 

The three-installment arrangement will spread the burden on the 
budgets of the member countries and on their foreign exchange 
resources over a period of 2 or more years. 
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One-half of each installment must be paid by each member country 
in gold or U.S. dollars. The other half is paid in the national currency 
of the member. The second installment cannot be called unless 90 
percent of the total amount due from all members on the first install- 
ment has been paid, and similarly the third installment cannot become 
due until 90 percent of the second installment has been paid. These 
provisions assure that practically all of the members must participate, 
The 10-percent leeway may be necessary in case one or two countries 
are definitely unable to provide their payments. 


SECURITIES TO BE SOLD TO PRIVATE INVESTORS 


The second part of the Bank’s capital is to consist of $450 million 
in callable capital. This part of the capital is intended to provide a 
guarantee fund for the bonds or other securities which the Bank may 
sell to private investors. ' 

In this way, eventually, a good portion of the resources which the 
Bank will have for its lending operations will come from the private 
investors who buy its securities rather than from the public treasuries 
of the members. 

You will note that the bills before you also make provision for the 
marketing of these securities in the United States on the same basis 
as the securities of the International Bank. It is not anticipated that 
the Bank will find it necessary to make a call, since calls may be made 
only to meet the Bank’s liabilities on obligations which it has issued 
or guarantees which it has made. Should a call be made, it will be on 
a pro rata basis and must be paid in gold, dollars, or the currency 
actually needed to discharge the Bank’s obligations. 


HOW LOANS WILL BE MADE TO FINANCE PROJECTS 


The ordinary operations of the Bank will be financed from the 
capital subscriptions of the members, from borrowings, and from re- 
invested earnings. From these resources the Bank will make loans, 
repayable in the currency lent on normal terms for international lend- 
ing. Loans may be made to the governments of member countries, 
to their political subdivisions, or to private enterprises. In the case 
of loans to private entities, the Bank may require, as a condition of 
the loan, a guarantee by the government or a public financial institu- 
tion of the country in which the project is located. While the 
Bank may not finance a private project to which the member country 
objects, it is not required to obtain a government guarantee. The 
Bank may also make loans to several countries in one transaction 
where these loans are part of joint or regional projects. 

As in the case of the International Bank for Reconstruction and 
Development, the Inter-American Development Bank will charge a 
commission of 1 percent on all loans, which it will invest in liquid 
securities to meet any liabilities of the Bank on its borrowings or 
its guarantees. 

Since the ordinary loans of the Bank must be repaid in the currency 
lent, the resources of the Bank will revolve. As portions of principal 
and interest are paid in dollars or other currency that has been used 
to provide foreign exchange, the Bank will continue to have usable 
currencies available for additional loans. 
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PROVISION FOR ADDITIONAL CAPITAL RESOURCES 


The Bank agreement provides that the capital may be increased 
when additional funds are required for its operations. It is anticipated 
that some time after September 30, 1962, when the payments on the 

aid-in capital have been completed, the Bank will wish to increase 
its callable capital by an additional $500 million. 

This increase in capital will require a three-fourths affirmative vote 
in the Board of Governors. This arrangement was made in recogni- 
tion of the conviction of the Latin American representatives that 
provision for an increase in the capital of the Bank should be made at 
an early date. 


INCREASED U.S. LIABILITY TO BE ASSUMED ONLY AFTER SUCCESSFUL 
EXPERIENCE WITH INTER-AMERICAN BANK 


Since this increase would be in the form of callable capital and not 
paid-in capital, it would result in the United States assuming an 
additional contingent liability of $200 million. 

As the President pointed out in his message, the U.S. representa- 
tives agreed that such an increase would be desirable but believed that 
it would be wise to have an initial period of experience with the Bank’s 
operations before the additional capital is subscribed. 

The President said: 

Accordingly, if the Bank’s operations are established on an effective basis in 
accordance with expectations, the United States will in good faith be committed 
to vote for the increase and subscribe to its share of the increased capital, 

The bill before you makes no provision for this increase in the 
subscription of the United States, and specifically requires the au- 
thorization of law before the United States can subscribe to this 
increase. I call this provision to the attention of the Congress as an 
indication of the announced intentions of the United States. 

While a U.S. vote for an increase in the capital can be given only 
with congressional authorization, it should be understood that this 
increase may be requested after 1962 if the Bank’s operations prove 
to be as successful and as valuable as we expect them to be. 

Aside from this $500 million increase in the Bank’s callable capital, 
which may be anticipated after several years, the agreement provides 
that the capital of the Bank can be increased at any time by a vote of 
two-thirds of the Governors with at least three-fourths of the total 
voting power. 

In brief, the capital of the Bank cannot be increased unless the 
United States as well as the other countries agree to it and in accord- 
ance with the bill before you, this increase in capital could not be 
effected without special authorization of law. 

“PUND FOR SPECIAL OPERATIONS” TO PROVIDE NECESSARY ASSISTANCE 
ON SOFTER TERMS 


I turn now to the Fund for Special Operations to which I referred 
earlier. The loans of the Fund are to be made on terms and condi- 
tions appropriate for dealing with special circumstances arising in 
specific countries or with respect to specific projects. It must be 
recognized that some of the Latin American countries from time to 
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time may not be in a position to service additional hard loans repay- 
able entirely in dollars or other currencies which can be used to find 
imports of capital equipment, There-are also some projects which 
may be important for a general program of economic development in 
a country, which will contribute to an increase in its productive 
capacity and ultimately to its ability to service foreign debt, but which 
will not directly and immediately increase its debt-servicing capacity, 
Some countries may find themselves in a difficult foreign exchange 
situation which will reduce, at least temporarily, their ability to repay 
‘hard’ loans. q 

For these reasons, the Fund for Special Operations is intended to 
make loans which may be made repayable, partly or wholly, in the 
currency of the borrowing country. Payment of interest and amorti- 
zation of these loans, to the extent that they are repayable in local 
currencies, will not impose a direct burden on the balances of pay- 
ments of the country in which the loans are made. 

The Fund is intended for this type of extraordinary assistance in 
development programs, but it is to ve small in comparison with the 
ordinary operations of the Bank. The initial resources of the Fund 
for Special Operations are to be the equivalent of $150 million, of 
which the U.S. share will be $100 million. Of the U.S. contribution, 
$50 million is payable in the first installment and the rest at a later 
date, in one or more installments. 


“SPECIAL FUND’’ LOANS NECESSARY 


U.S. CONCURRENCE IN 
Because the United States is providing such a large portion of the 
resources, its affirmative vote will be necessary for a loan from these 
resources, since a two-thirds vote is required. In accepting the re 
sponsibility of contributing to the Fund for Special Operations, 
the Latin American countries have given an effective demonstra- 
tion of their willingness to help each other in the field of economic 
development. 

In the past, loans of this special type have been made only by the 
United States. The precedent of cooperation by other countries in 
this area is one that we consider important. We feel that the Fund 
will be a very useful adjunct to the operations of the Bank to make it 
an instrument fashioned to be of assistance to all Latin American 
countries. 

USE OF SUBSCRIPTION PAYMENTS 


As I have mentioned previously, one-half of each member’s sub- 
scription to the ordinary capital, and one-half of its quota in the Fund 
are to be paid in gold or dollars and one-half in the national curreney 
of the member. The gold and dollar payments in both departments 
are ‘‘untied”’ and may be used by borrowers for payments anywhere. 

The part of the member’s subscription paid in its own currency 
may be used without restriction for payments of goods and services 
produced in its territories. These currencies, therefore, may be used 
to pay for exports of materials needed in connection with loans by the 
Bank. 

National currencies may also be used for payments in other coun- 
tries, unless the member specifically restricts the currency to payments 
in its own territory. Fifty percent of the U.S. subscription is con- 





les 


sir 
Bo 


tos 
shi 
giv 


will 


Go 


one 
ratl 
the 


ares 


the 
Stat 
fere 








Bye 
ind 
ich 
in 
ive 
ich 
ity, 


ay 


the 
rti- 
eal 
ay- 


> in 
the 
ind 
, of 
ion, 
iter 


the 
1ese 
re- 
ons, 
tra- 
mic 


the 
s in 
und 
ce it 
ican 


sub- 
‘und 
ney 
ents 
ere. 
ncy 
rices 
used 
‘ the 


oun- 
ents 
con- 


nge | 


ce LLL LLL LL 


INTER-AMERICAN DEVELOPMENT BANK 11 


sidered national currency in this sense, and may be used under the 
same terms as the currencies of the other members. 

The Bank will use its foreign exchange resourees ordinarily only to 
finance foreign exchange costs of a loan project. It may, however, 
lend a member country its own local currency paid in on subscription 
to finance local currency costs, and only in special cases the Bank 
may provide foreign exchange to cover a reasonable portion of local 
currency costs, particularly if the result of a project is to increase the 
borrowing country’s needs for foreign exchange. 


COMPARISON OF INTER-AMERICAN BANK AND INTERNATIONAL BANK 


It might be useful to indicate to you that there are similarities and 
differences between the Inter-American Development Bank and the 
International Bank. In the Inter-American Bank a larger portion of 
its total resources comes from paid-in capital and less from borrowed 
capital than in the International Bank. Moreover, in the Inter- 
American Bank a larger portion of the paid-in capital is in the form of 
gold or dollars, so that it will encounter fewer difficulties in utilizing 
the capital subscriptions of its members than the International Bank 
has had. 

Like the International Bank, this institution will make ordinary 
loans repayable in the currency lent, but unlike the International 
Bank it has a supplementary Fund for Special Operations, which will 
enable it to aid economic development in all Latin American countries. 
In view of the special circumstances affecting particular countries or 
projects the loans from the Fund may be made repayable partially 
or wholly in the borrower’s currency. 

The activities and accounts of this fund however, may not be 
mingled with the operations of its ordinary department, so that the 
security behind the Bank’s borrowings will not be diluted through the 
less-liquid loans of the fund. 

The organization of the Inter-American Bank in a general way is 
similar to that of the International Bank. The final authority is a 
Board of Governors, meeting annually, with each country appointing 
aGovernor. Voting in the Board of Governors will be in proportion 
tostockholding, except that each country has 135 additional “member- 
ship” votes. As in the case of the International Bank, this provision 
gives a somewhat larger voice to the smaller countries. 

As in the International Bank, the active operations of the Bank 
will be controlled by a Board of Executive Directors, to which the 
Governors may delegate all but a few reserved powers. 


BOARD OF EXECUTIVE DIRECTORS, OFFICERS, AND STAFF OF BANK 


The Board of Executive Directors will consist of seven members, 
one appointed by the United States, and the six others elected by a 
rather complex voting scheme, which will give representation to both 
the large and the small countries and to the various geographical 
areas of Latin America. 

Voting in the Executive Board will be proportional to the votes of 
the countries which the Directors represent. Except for the United 
States, the Executive Directors and their alternates must be of dif- 
ferent nationalities so that at any one time 12 of the Latin American 











12 INTER-AMERICAN DEVELOPMENT BANK 


countries will have one of their nationals following the day-by-day 
operations of the Bank. 

The Bank’s staff will be headed by a President, who will be elected 
by the Board of Governors. There is also to be an Executive Vice 
President, appointed by the Board of Executive Directors, on the 
President’s recommendation. The Board of Executive Directors is 
to appoint a vice president in charge of the Fund for Special Opera- 
tions and may appoint additional vice presidents. 


LEGAL PERSONALITY AND OPERATIONS OF BANK UNDER PROPOSED 
LEGISLATION 


The Inter-American Bank will have full juridical personality and 
will be given certain exemptions in matters of legal process and taxa- 
tion so as to perform its functions effectively as an international finan- 
cial institution. The proposed legislation includes a section to give 
effect to these provisions. 


BASIC PROVISIONS OF §S. 1928 


The bill, which the committee has under consideration, contains 
five basic provisions. 

(1) It empowers the President to accept membership in the Inter- 
American Development Bank for the United States in accordance with 
the agreement. 

(2) It authorizes funds for paying our subscription. 

(3) It makes provision for the marketing of the Bank’s securities 
in the United States. 

(4) The bill provides for giving the Bank the required immunities 
under American law and establishes the procedure for dealing with 
such legal disputes as might arise in courts in the United States. 

(5) Finally, it provides for coordination of the activities of the US. 
Governor and Executive Director of the Inter-American Bank by the 
Nat?onal Advisory Council in the same way as is now provided by law 
for the U.S. representatives on the International Bank and the Inter- 
national Monetary Fund. 


AUTHORIZATION OF APPROPRIATION FOR U.S. SUBSCRIPTION 


The bill authorizes the appropriation of $350 million to the President 
to pay for our capital stock in the Bank, and also provides an authori- 
zation of $100 million without fiscal year limitation for payment of 
the U.S. subscription to the Fund for Special Operations. 

On or after the date on which this Government accepts the agree- 
ment (but no later than September 30, 1960), the United States will 
be required to pay in $30 million to the Bank’s capital for ordinary 
operations and $50 million to the Fund. 

An additional appropriation of $60 million will be required when 
called by the Bank but not before September 30, 1961, to make a 
second payment to the ordinary capital subscription; the third pay- 
ment will not become due before September 30, 1962, when the third 
payment of $60 million to the paid-in capital is due. 
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As I pointed out earlier, the Bank will not be able to call the sec- 
ond installment of our subscription until 90 percent of the total 
subscriptions of the membership are paid in. Similarly it will not 
be able to call the third installment until 90 percent of the second 
has been paid, and it will also not be able to call the second $50 mil- 
lion of our payment to the Fund until at least a year after the Bank 
has begun operations. In this way $80 million will be all that will 
have to be paid to the Inter-American Bank before September 30, 1960. 


RECOMMENDATION FOR U.S. MEMBERSHIP IN INTER-AMERICAN BANK 


The National Advisory Council on International Monetary and 
Financial Problems strongly recommends that the United States 
promptly accept membership in the Inter-American Development 
Bank in accordance with the agreement signed here in Washington 
on April 8. We believe that this Bank will be of great value to the 
countries in this hemisphere in expanding their production and devel- 
oping their economies. We believe that the United States should 
act promptly and show the other American Republics that we have 
their interest in mind and that we are willing and anxious to help 
them to improve their economic life. 

Our relationship with Latin America has always been close, as 
evidenced by our membership in the Organization of American States 
and other regional institutions. We are joined with these countries 
in mutual assistance and defense pacts. 

We have consistently aided each other in times of stress and strain. 
The establishment of the Inter-American Development Bank will 
serve as a further link in these close political and military associations, 
and will strengthen the economic ties which are the essential ingredient 
of a stable and strong and unified Western Hemisphere. 

Thank you, Mr. Chairman. 

The CuHartrMAN. Thank you very much, Mr. Upton. Does that 
complete your statement on behalf of Secretary Anderson, or du you 
have a separate statement? 

Mr. Upton. No, that completes my statement, Mr. Chairman. 


LANGUAGES IN WHICH BANK BUSINESS WILL BE RECORDED 


The CuHatrMAN. There are one or two questions I would like to 
ask for the record. 

Will there be one or two official languages used in Bank proceedings, 
or will all transactions be recorded in English, Spanish, Portuguese, 
and French? 

Mr. Upton. Well, the official languages are those which you have 
mentioned, and these were the official languages of the conference. 
As a practical matter in the conference which established the Bank, 
it was agreed on working level that Spanish and English would be the 
working languages, and only the final documents were translated 
into the five languages. A decision as to the actual working languages 
in the Bank will have to await decision by the Board of Directors, 
but it would be my assumption that the official working languages 
would be Spanish and English, with translations into the other 
languages as required by the Directors from those countries. 


42667—59——3 
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The CuHarrMAN. You said five languages. Which is the fifth? 
Mr. Upton. No, Portuguese, Spanish, French, and English, four. 


MEMBERSHIP IN INTER-AMERICAN DEVELOPMENT BANK 


The CuarrMaN. Is there any provision in the agreement establish- 
ing the Bank for the future participation of other countries in the 
Western Hemisphere? 

Mr. Upton. The only provision is that members of the Bank are 
limited to members of the Organization of American States, and if 
other countries of the Western Hemisphere, such as Canada, should 
ever become members of the Organization of American States, they 
would then become eligible to be a member of the Bank. 


SUBSCRIPTION PAYMENTS TO BANK 


The CuatrmMan. Members are permitted to make their 50 percent 
subscription payments in either gold or dollars as I understand it. 

Does the United States at present contemplate any transfer of gold 
to the Bank? 

Mr. Upton. We have not given specific consideration to this as yet, 
but we think it would probably be in dollars and we would expect they 
would need the dollars immediately. 

The CuarrMan. Do you have a free choice of either gold or dollars? 

Mr. Upton. We have a free choice. 

The CuarrMan. To be a member of the Bank, it is a prerequisite to 
be a member of the OAS, is that correct? 

Mr. Upron. That is correct. 


ATTITUDE OF BRAZIL TOWARD INTER-AMERICAN DEVELOPMENT BANK 


The CuarrMan. What is the likelihood that Brazil’s recent attitude 
toward the advice of the International Monetary Fund might also be 
applied to the Inter-American Bank? 

Mr. Upron. This is a question to which the answer would be a 
matter of opinion, but I think I might say this: That Brazil has been 
extremely interested in this Bank, and in fact has considered that this 
Bank fell within the scope of Operation Pan-America, and the Bra- 
zilian delegate was certainly one of the leading country representa- 
tives in his general activity in the negotiations for this Bank, and 
particularly interested in the whole problem of the Fund for Special 
Operations. 

To my mind it would be quite incomprehensible for me, that Brazil 
which has taken such an active part in inter-American affairs, and in 
Operation Pan-America would reverse its attitude toward this Bank 
which it has done so much to forward. 

The Cuatrman. Do you participate in the International Monetary 
Fund’s management? Are you our representative in the Fund? 

Mr. Upron. No, lam the representative on the International Bank 
but not on the International Monetary Fund. 
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BRAZIL’S ACTIONS TOWARD IMF 


The CuarrmMan. Wasn’t this action of Brazil in refusing to proceed 
in conformity with the recommendations of the International Mone- 
tary Fund very disturbing? 

Mr. Upron. I think this, Mr. Chairman. This is a very difficult 
and complex matter. As far as I know, the final door has not yet 
been closed by either Brazil or the Fund. The negotiations took 
place over a period of time, and there was a gap in the thinking. 
Brazilians had a stabilization plan which went in a certain direction, 
a certain degree in the direction which the Fund had hoped. How- 
ever, it did not go all the way, and I would think that we would just 
simply have to wait and see what the further developments are, 
whether Brazil will once more resume discussions with the Fund or 
whether they will not. 

The CuarrmMan. What I read in the papers indicated that negotia- 
tions with the Fund had been broken off and that the Brazilians 
would look directly to the U.S. Government for assistance in this 
matter, which it seems to me is a rather dangerous precedent. 

Mr. Upron. I think it would be premature to assume that all 
negotiations with the Fund have been broken off. The statements 
that have been made in Brazil have been moderate in this respect, 
and I believe there has been no statement, no official statement of the 
Fund, and so the news report may have spelled the thing out more 
sharply than possibly exists. 


FINANCING OF U.S. MEMBERSHIP IN INTER-AMERICAN DEVELOPMENT 
RANK THROUGH APPROPRIATION RATHER THAN A PURLIC DERT 
TRANSACTION 


The CuatrMan. Mr. Upton, would you explain why our payments 
to the Inter-American Bank are being based upon no-year appropria- 
tion, while the U.S. financial participation in the World Bank and 
the International Monetary Fund operation is based upon public debt 
transaction? 

Mr. Upron. There are two questions really implicit in your query, 
the no-year appropriation and the public debt transaction. Now, 
with respect to the public debt transaction, the Bank was originally 
set up and established on the basis of a public debt transaction, and 
there were certain provisions in connection with the sale of the bonds 
of the Bank which made it appear desirable. 

The Cuarrman. To which Bank are you referring now? 

Mr. Upron. The International Bank, which made it desirable that 
the increase in the capital be handled in the same way in order not to 
disturb in any way the confidence of the capital markets and in order 
not to have bonds outstanding of two types or with two different 
legislative histories. 

On the other hand, the Inter-American Development Bank is a 
completely new institution which has no history of any sort, and there- 
fore we felt that this was appropriate that it should be financed 
directly from appropriations. 

The Cuarrman. Do you think your experience with the Interna- 
tional Bank has been unsatisfactory in this respect? 
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Mr. Upron. No, I don’t think the experience with the International 
Bank has been unsatisfactory. It has been avle to sell its bonds, 
but if we—I think that our feeling is that it is appropriate to request 
capital for an institution of this sort through the normal appropriation 
channels. This was considered at the time the increase in capital 
was requested for the International Bank, but due to the fact that 
it had formally been established on a different basis, it would have 
been upsetting to the capital markets in our opinion to have changed 
their basis. 


WHY FINANCING THROUGH APPROPRIATIONS IS FAVORED FOR INTER- 
AMERICAN DEVELOPMENT BANK 


The CHarrman. I don’t quite understand why you think this is 
preferable to the method you followed with the International Bank. 

You apparently do think so, and I wonder why you think that 
financing through appropriations is superior to financing through 
public debt transaction. 

Mr. Upron. We feel at the present time that it is proper to receive 
appropriations for banking institutions directly from the Congress, 
We would have felt the same thing in the case of the increase for the 
capital of the Bank had it not been for the precedent previously 
established a good many years ago. 

The CHarirMAN. I am not saying it is proper or improper. I say 
the public debt method is preferable. oe are able to exercise a 
clear choice, and you have abandoned in this instance the procedure 
which was successful with the International Bank. 

I wonder what compelled you to do so. You must have had some 
ood reason. Actually, in the history of the country there have 
een more Government lending operations financed by public debt 

transaction than appropriations, have there not? 

Mr. Upton. I am unable to answer that question factually, but I 
think, coming back to your question, I think that the answer is to be 
found in the feeling of the administration that the proper control lies 
to this in the Appropriations Committees. A great many years ago 
when the International Bank was established, a different viewpoint 


held. 


ADMINISTRATION’S DIFFERENT APPROACHES TO FINANCING LENDING 
INSTITUTIONS 


The CuatrMan. This is very important. As you know, this com- 
mittee has approved a public debt transaction for financing the De- 
velopment Loan Fund. I believe this is the proper time for you to 
put on the record the reasons that compelled you to seek the appro- 
priations form of financing. Why is it superior and what is the virtue 
of it? 

Only 2 years ago the administration, I assume with the support of 
the Treasury, recommended public debt transaction for the DLF. 
Now, all of a sudden you have changed your approach. I think we 
ought to know why you have changed it. Why is the method you 
are recommending today superior? Why is it better to follow this 
procedure? 





—_~ ea 








al 
1s, 
st 
on 
tal 
at 
ve 


ed 
BR- 


. is 
nk. 
hat 
igh 


ive 
ass. 
the 
sly 


say 
ea 
‘ure 


yme 
ave 
lebt 


ut I 
o be 
_ lies 

ago 
oint 


DING 


com- 
: De- 
yu to 


ppro- 
‘irtue 


rt of 
DLF. 
ik we 
1 you 
, this 





INTER-AMERICAN DEVELOPMENT BANK 17 


Mr. Upton. Well, Mr. Chairman, I think I have expressed that 

ersonally as best I can. Perhaps I can obtain a written statement 
for you. 

The CuarrMan. You wouldn’t assert now that it is inappropriate 
to pursue a public debt transaction for lending operations. It is a 
matter of preference in your view, isn’t it? It is not that one is 
appropriate and the other inappropriate? 

Mr. Upton. I think it is a preferable one to go directly to the 
appropriation—— 

The CuarrMan. I had not thought it was preferable. I still don’t 
understand why it is preferable and I don’t agree with you. Perhaps 
you can persuade me that I am wrong. 


DIRECT APPROPRIATIONS PROCEDURE GIVES CONTROL TO CONGRESS 


Mr. Upron. It seems to me, Mr. Chairman, that it gives greater 
control to the various committees of the Congress. 

The CuarrMan. Do you think that in itself is a great virtue? 

Mr. Upron., I think so; sir, yes. 

The Cuarrman. Is the Treasury’s policy now to leave the primary 
responsibility and control with the Appropriations Committees of the 
Congress? 

Mr. Upton. Mr. Chairman, that is a complex question. 

The CuarrMan. It is very complex. 

Mr. Upron. Which it seems to me considerably transcends this 
particular bank, and I think I would prefer to give you a written 
statement on this at a later time. 

The CuHatrman. I would like to have such a statement if that is all 
you have to say now. I would welcome a more detailed explanation 
of why you think it is preferable and wiser under the existing condi- 
tions of our Government and the world to abandon the long- and well- 
established procedure of financing lending operations, both domestic 
and foreign, through public debt transaction, for this new approach 
of resorting to and trusting completely in the appropriations pro- 
cedure. I don’t think you have given a satisfactory explanation of 
why you have changed in this respect. 

(The following statement was subsequently received for the record:) 


U.S.Treasury DEPARTMENT, STATEMENT ON FINANCING INTER-AMERICAN Dk- 
VELOPMENT BaNK BY APPROPRIATIONS, JUNE 29, 1959 


The question has been raised as to why it is preferable to provide for the U.S. 
share of the funds required for the Inter-American Development Bank through 
an appropriation rather than by a public debt authority. 

The President, on June 4, 1959, addressed to the chairman of this committee 
a letter dealing with this same question which had been raised in connection with 
another bill which the committee was considering. The pertinent portion of that 
letter was as follows: 

“In my budget message this year, because of the growing tendency to bypass 
the appropriations procedure, I said: ‘I sincerely hope that the Congress will 
again consider ways by which it can more effectively overcome * * * the pro- 
vision of any obligational authority outside of the appropriations process * * *,’ 
This is now established administration policy, and recommendations of previous 
years for spending from debt receipts that were made while such policy was being 
formulated must yield to it.”’ 

The reference in the President’s letter refers to that section of the budget 
message which is entitled ‘‘Improved Control Over the Budget.”’ In that section 
of his message, the President mentioned various ways in which it was felt that 
more effective control over the budget could be obtained by improving present 
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practices and procedures. The President discussed several possibilities with 
respect to the use of authorizations without a corresponding appropriation. The 
President’s message also stated: ‘‘In addition, even though there are a few justifi- 
able exceptions, the practice of providing authorizations to expend from debt 
receipts and contract authority outside the appropriations process is generally 
inconsistent with sound standards of budget practice.” 

For many years the Congress has followed the practice of providing that most 
of the authorizations approved by other committees should be referred to the 
Appropriations Committee for action by that committee. The question may, 
therefore, be put in terms of whether it is preferable to make an exception to 
the normal procedure in the case of the Inter-American Development Bank, 
We have not found any reason in this case which would indicate difficulties of 
such nature that an exception would be justified, particularly in the light of the 
very strong emphasis which the President has given to the administration’s 
position on this matter. 

The Inter-American Development Bank is a new institution. It will be be- 
ginning its placement of securities with money markets on the basis of the de- 
cisions that may be taken by the Congress. The other members of the Bank will 
be apprised from the beginning, as will the purchasers of its securities, that it 
will normally receive its funds in the manner that the Congress may choose to 
apply. Should this be done through the appropriations process, as proposed by 
the President, we believe the institution can carry out its Operations on a fully 
satisfactory basis. 

There is another element to which the President alluded in his letter of June 4, 
1959. He noted that the resources of the Development Loan Fund would not 
“revolve” in the same manner as those of other lending institutions such as the 
Export-Import Bank and the International Bank. This is also true with respect 
to a part of the funds which the Inter-American Development Bank will control, 
since the charter provides that loans from the Fund for Special Operations may 
be repayable in whole or in part in the currency of the borrower. 


GOVERNMENT INCOME FROM TAXATION BACKS UP APPROPRIATIONS 


The CHarrMan. Senator Hickenlooper, do you have some questions? 

Senator HickgENLoopeR. Yes; one or two, Mr. Chairman. 

Mr. Upton, an appropriation in the fiscal operation of government 
is usually considered to be backed up by income to meet ‘that appro- 
priation, is it not? That is, income derived from taxation. 

Mr. Upton. I think we would hope it would so be backed up. 

Senator HickENLooper. I acknowledge your qualification of that 
matter. But when we appropriate, there is generally considered by 
most people, I believe, to be an obligation to levy taxes to meet that 
expenditure. I hope that the idea of a balanced budget has not been 
completely abandoned by the American people as a sound fiscal policy. 


PUBLIC DEBT TRANSACTION AS METHOD OF BORROWING 


Now when we have a debt transaction, it seems to me it has been 
very easy over the past several years—it has been a sort of narcotic— 
to say that a branch of Government can go to the Treasury and bor- 
row. That is not an appropriation, they say; it is a borrowing transac- 
tion. It is not necessarily reflected in the public debt, although it isa 
public debt. We talk about the International Bank se lling its obliga- 
tions. Of course it sells its obligations, but doesn’t the Government 
guarantee them? 

Mr. Upton. The Government does not specifically guarantee. 
The Government agrees to put up a sum of money equiv: alent to the 
callable capital in the event of a default. 

Senator HickENLooper. Yes. 

Mr. Upron. So you might say the analogy is very close, although 
it is not a direct guarantee. 
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FACING THE REALITIES OF GOVERNMENT FINANCIAL OBLIGATIONS 


Senator HickENLoopeEr. So that these debt transactions are, by 
one argument, a means of getting around the sad facts of life as to 
how much the Government actually owes and how much actually is 
obligated. I think that we are better off if we look at the books 
very carefully, put all the figures down on the debit and credit side, 
add them up, and see what the total is and what the balance amounts 
to. From that standpoint it would seem to me there would be quite 
a good argument in favor of saying: “If we are going to put this 
money in for X amount, why don’t we be realistic about it by appro- 
priating the money and calling it a debt,’”’ because that is what it is. 
It is an obligation which eventually will have to be met from revenues 
if there is a default. 

I admit it is rather complicated. I also admit that it has been 
very easy in the past to finance a good number of these obligations 
by the so-called public debt transaction or borrowing from the 
Treasury—which is a paper transaction in many cases—rather than 
to face the realities of appropriations, budgets, income, and recognized 
or admitted liabilities. 

Mr. Upron. Senator, you have certainly expressed a philosophy 
which is in harmony with mine personally, and I thank you for it. 

Senator HickENLOoPER. I am interested in the explanation of these 
different approaches, but I do think we are treading on dangerous 
ground if we continue to expand the philosophy of borrowing rather 
than face realities by the appropriation method. Now I have as much 
respect for this committee as 1 have for any committee, and I don’t 
think that the Appropriations Committee is necessarily sacred. It is 
also made up of Members of the Senate, so it isn’t my desire to bow to 
them particularly, except in the field where I think they do have the 
primary responsibility. 

That is all I have to say, Mr. Chairman. 


DIFFERENCE IN COMMITTEE RESPONSIBILITY OVER PUBLIC DEBT 
TRANSACTION AND APPROPRIATION 


The Cuarrman. Mr. Upton, since you have shown such enthusiastic 
agreement to Senator Hickenlooper’s statement, I would like to pursue 
this topic for just a moment longer. In what respect is the public 
debt transaction any less a reality than an appropriation? You seem 
to think that is a very significant difference. 

Mr. Upton. It seems to me that the chief difference is that in a 
public debt transaction, the authorization comes from the authoriza- 
tion committees. 

The CHarrMAN. Do you mean this committee? 

Mr. Upron. This committee. In an appropriation it goes before two 
committees and then is given a further consideration by various other 
groups ot Congress. 

The CuarrMan. Then apparently you think it is a virtue to make 
it as difficult as possible to enter into these international obligations. 
Doesn’t that assume that there is something inherently wrong with 
entering into such obligations, and therefore, we ought to protect 
ourselves insofar as possible? 

What it all comes down to is not whether it is a reality in the sense 
that the taxpayers have to pay for it but whether it is an obligation 
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carried on through Government borrowing. You say that it is not a 
carage' debt, but yet it is a public debt. You seem to imply that this 

as some kind of a mysterious quality about it. Do you see any- 
thing mysterious about it? 

Mr. Upton. I would make the comparison between charging some- 
thing up as compared with putting your hand in your pocket and 
taking money out of your pocket and paying for it. 

The CuarrmMan. Do you think there is a real difference between the 
two methods when both are debts which ultimately we expect to 
pay for? 

Mr. Upton. But it always comes a little harder when you have to 
put your hand in your pocket and pay cash. 

The CuarrMan. That seems to be a rather immature attitude when 
credit payment is one of the principal practices of this country. Isn’t 
the real difference here one of priorities? 


RESPECTIVE RESPONSIBILITIES OF COMMITTEES 


There isn’t any question about the Appropriations Committee being 
devoted to public works within the United States. However, it is 
not their primary obligation to look after the foreign relations of 
this country. 

As a matter of fact, in the way it operates the Appropriations Com- 
mittee does not theoretically make policy at all. It is supposed to 
implement policy made in the legislative committees in the Congress, 
and to perform a housekeeping operation. What you are doing is 
turning over one aspect of policy in international relations to the 
Appropriations Committees. It seems to me that is a very dangerous 
thing for you to do if you expect this country to continue to play an 
active and influential role in the international scene. Now if you wish 
to withdraw from international obligations, if you wish to put every 
obstacle possible in the way of our participation in them, then you are 
following the right course. 

It isn’t a question of anybody’s being bad or immoral or inappro- 
priate. This is a question of realities in our political system, it seems 
to me. 

You followed this other course satisfactorily. Can you think of 
one case of a public debt transaction, in which you consider that we 
engaged in an improvident activity that was connected with the 
public debt transaction? 

Mr. Upton. Mr. Chairman, I am not sufficiently familiar with the 
various forms of public debt transaction to give a considered answer 
to that question. 


RFC AS AN EXAMPLE OF SUCCESSFUL USE OF PUBLIC DEBT TRANSACTION 


The Cuarrman. You know we followed that method in the RFC, 
to give one example. Do you still consider after the liquidation of 
that organization that it was an improvident organization? Didn't 
it show a $300 million profit in the final analysis on its lending opera- 
tions, according to the report of Mr. Roberts in the Treasury? 

Have you read that report? 

Mr. Upron. No, sir. I am familiar with the RFC background but 
not with this report. 
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The CuatrMAN. Do you think that was an improper and profligate 
operation of this Government? 

Mr. Upton. I don’t believe that I used the word “profligate.” 

The CHarRMAN. How would you describe it? 

Mr. Upton. Possibly a preferable transaction to use the appro- 
peeene rather than the public debt. ‘Preferable’ was the adjective 

used. 

The CHAIRMAN. You would have preferred that it not be by public 
debt? 

Mr. Upton. I can’t say as to what decision would have been taken 
at that time. It is a good many vears ago, the RFC. 

The CHarrMan. As a matter of fact, it was started by the Republi- 
can administration under Mr. Hoover, wasn’t it? 

Mr. Upton. But I think that time changes a great many things 
with respect to one’s attitude, particularly toward debt. 


ADVANTAGES TO THE METHOD OF PUBLIC DEBT TRANSACTION FOR THE 
PROPOSED BANK 


The CuarrMAN. I am not satisfied with your explanation in this 
instance. If you insist on what you are now recommending in the 
Inter-American Bank, you just won’t have an operable lending insti- 
tution. If you don’t want one, this is as good a way as I know to 
prevent it. I think there’s no essential difference between the reality 
of the debt. It is a debt by either method. If it is a public debt, 
we have to pay it the same way as when you charge at a store. There 
are certain other advantages in the public debt transaction; you 
don’t immediately have to raise the money if you don’t need it, do 
you? If the Bank doesn’t get underway and if it doesn’t develop in 
the way you think, we don’t have to use that money. 

You have greater flexibility. In either case it is a charge on the 
resources of the Government. Whether or not it results in an 
obligation in the nature of an additional debt to the public depends 
on whether or not you have a deficit in the budget. If you have a 
surplus you don’t have to go to the public for any additional money. 
It comes out of the same taxes, doesn’t it? 

Mr. Upton. Yes. 

The CuHarrRMAN. So there isn’t any essential difference. All you 
are dealing with is a preference—a priority with regard to the responsi- 
bility for entering into international obligations. Whether you follow 
the usual domestic procedure or whether you recognize the difference 
in international relations, I think it goes far beyond this particular 
instance because we also have the Development Loan Fund to con- 
sider; and if the administration insists on defeating the proposal for 
that Fund I think you must take the full consequences of destroying 
the effectiveness of the Development Loan Fund. That proposal is 
coming up in the Senate next week. 

Senator Mansfield? 


SUPPORT OF OAS MEMBERS FOR INTER-AMERICAN DEVELOPMENT BANK 


Senator MANSFIELD. Mr. Secretary, does this proposal of the Inter- 
American Bank have the full backing of all the states which are 
members of the Organization of American States? 
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Mr. Upton. Senator, all of the members of the Organization of 
American States signed the final agreement of the negotiators, so 
insofar as we have come to date, it does have the full backing. 

We do not have knowledge as to whether any of the States will 
reject it when it comes to their legislatures or not. 


DURATION OF, AND INTEREST ON, BANK LOANS 


Senator MansFieLp. On the assumption that this later becomes 
law and all the other states of the Americas join, how do you plan to 
project your loans in terms of years? 

Mr. Urron. You mean approximately how much might be loaned 
each year? 

Senator Mansrre_p. No; I am after the period, the length of time 
that the loans will be made for. 

Mr. Upton. Yes. Well the loans of the Bank itself would be 
ordinary development loans, both with respect to interest and terms, 
and this in effect means that the terms would be appropriate to the 
specific project, but generally these terms would run probably any- 
where from 5 to 20 or 25 years, more or less along the same lines as 
the International Bank for Reconstruction and “Development. 

Senator Mansrretp. Then the duration would depend on the 
circumstances. Now what do you intend to charge in the way of 
interest on these loans? 

Mr. Upron. The loans which would be made in dollars would 
have an interest rate which would be comparable to that of other 
international institutions or American loaning institutions. As you 
know, the interest rate is one of the fac ‘tors which is coordinated 
through the National Advisory Council in order that it is not found 
more desirable to go to one institution than to another just because 
of interest rate. 


COMPENSATION AND DUTIES OF BANK OFFICIALS 


Senator MANSFIELD. I note in subsection (c) under section 3 that it 
states as follows. This refers to the Governor: 

No person shall be entitled to receive any salary or other compensation from 
the United States for services as a Governor, alternate Governor, or Executive 
Director. 

Who will pay such officials—the Bank? 

Mr. Upton. The Governor and the alternate Governor’s position is 
nominal with respect to the amount of time required, and so that would 
not be considered to be reimbursable. 

Senator MANSFIELD. In other words, the Governor and the alter- 
nate Governor would be an official of this Government with additional 
duties? 

Mr. Upton. Yes. 

Senator MANSFIELD. How about the Executive Director? 

Mr. Upton. Well, the Executive Director we have there two alter- 
native choices which are represented by the way the United States 
is now represented on the Bank and on the Fund. On the Bank 
the assistant secretary, myself, represents the United States on_ the 
Bank without additional compensation. On the other hand, the U.S. 
representative on the Fund is paid by the Fund. So if this Executive 
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Director, if it were found to be that this was a full-time job, the 
opportunity would exist to have him compensated by the Inter- 
American Bank. 

On the other hand, if the work appeared to be of a much lighter 
nature, the opportunity also exists for an executive of the U.S. Gov- 
ernment to be named to that position without additional compensation. 


EXEMPTIONS OF BANK PERSONNEL BECAUSE& OF ASSOCIATION WITH 
INTERNATIONAL ORGANIZATION 


Senator MANSFIELD. Now, this anticipates the creation of an inter- 
national organization. Would that mean as is the case in the United 
Nations, that American personnel attached to it and receiving their 
salaries from it would be exempt from paying taxes in this country? 

Mr. Upron. No. It doesn’t work out quite that way, Senator. 
Individuals working for the organization are exempt from taxes ex- 
cept of their own country. Now, in the International Bank, the 
Americans of the International Bank must pay their U.S. taxes, but 
they are recompensed an additional amount by the Bank: so as to 
bring their salaries on the same basis as they would be if they were 
a foreigner working here who did not have to pay taxes. 

Senator MANSFIELD. The same thing is true in the United Nations. 
So, in effect, they are exempt from paying taxes by virtue of the posi- 
tions they occupy, because while they go through the format, they are 
compensated by the international organization for which they are 
working. 

Mr. Upron. Well, the tax is actually paid. But they are com- 
pensated for it. 

Senator MANSFIELD. They get it back? 

Mr. Upton. They get it back. 


APPROPRIATIONS FOR BUYING CAPITAL SHARES IN BANK 


Senator MANSFIELD. Now, on page 4 of your statement—getting 
back to the questions raised by Senators Fulbright and Hickenlooper— 
in section 7 of the bill dealing with the appropriations which will be 
requested for the shares of capital stock in the Bank, will the moneys 
for those shares be appropriated through the Appropriations Com- 
mittee or will they be borrowed directly from the Treasury? 

Mr. Upron. It is anticipated these will be appropriated through 
the Appropriations Committee. 

Senator MANsFIELD. That is all, Mr. Chairman. 


TAX STATUS OF BANK SECURITIES 


The CHarrmaNn. Senator Aiken? 

Senator AIkEN. Yes. Mr. Upton, am I correct in assuming that 
section 11(a) provides that securities sold by the Bank to the investing 
public would be tax exempt? 

Mr. Upton. No, sir, they are not exempt from taxes. 

Senator A1kEN. Then exemption refers to other sections of the law. 

Mr. Upton. Yes. 

Senator AIKEN. The heading of section 11(a) is “Securities Issued 
by Banls as Exempt Securities; Report Filed With the Securities and 

xchange Commission.” 
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Mr. Upron. Yes. 

Senator ArkEN. What does “exempt securities’? mean? 

Mr. Upton. This does not deal with the taxation. This exempts 
them from certain securities regulations not necessary or not appro- 
priate for securities of such an international institution. The exemp- 
tion parallels an exemption afforded by law to securities of the Inter- 
national Bank. 

The preceding section, section 10, gives national banks or State 
banks the right to deal in these securities if under the regulation 
affecting them they may also buy them for their own account. 

Senator Aiken. Then the Bank securities will not be tax exempt 
in this country? 

Mr. Upron. They are not tax exempt; no. 


INTEREST RATE AND CEILING ON SECURITIES 


Senator Arken. Are the securities which might be sold to private 
investors by this Bank subject to the same ceiling on interest rates 
as securities sold by the U.S. Treasury to the investing public? 

Mr. Upron. No, sir; these securities would not be subject to any 
interest ceiling. 

Senator Arken. There is no ceiling at all? 

Mr. Upton. No. 

Senator A1rken. Then the interest might be 5 or 6 percent, or what- 
ever it is necessary to pay? 

Mr. Upton. I think that given the backing of the U.S. Government 
and given the experience of the International Bank, they would prob- 
ably go at a somewhat modestly higher rate than comparable Govern- 
ment issues. 

GUARANTEES ON BANK SECURITIES 


Senator Aiken. Would they be guaranteed in effect by the USS. 
Government? 

Mr. Upton. No, sir; they would not be specifically guaranteed. 
What the United States does is agree to make available additional 
capital in the amount of in this case $200 million to meet a call in the 
event of a default or a threatened default on the obligations of the 
Bank. So it is not a direct guarantee. It amounts more or less to 
the same thing. 

Senator AIKEN. Is that not the equivalent of a guarantee? 

Mr. Upton. It comes pretty close to a guarantee, yes, and I think 
it is considered by the market pretty much as a guarantee. 

Senator ArkeEN. How does that guarantee compare with the 
guarantee of investments in the World Bank? 

Mr. Upton. Almost exactly parallel. 

Senator ArkeNn. Almost identical. 

Mr. Upron. Yes, for all practical purposes it is parallel with the 
mechanism in the World Bank. 

Senator A1rkeN. Therefore, while we have a ceiling on investments 
in U.S. securities sold for the purpose of financing the operations of 
this Government, there would be no ceiling on securities issued for the 
purpose of financing operations in other countries. 
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INTERNATIONAL COMPOSITION OF BANK’S HOLDINGS 


Mr. Urron. That is correct, sir, but I would like to broaden that a 
bit. This is an international organization which not only would sell 
securities in this market but might sell securities in other markets 
as well, and the backing for this is not only in the American callable 
capital but in the callable capital of the other countries, so that you 
have a number of countries and more than one capital market in- 
volved. 

Senator ArkeN. That is true, but the lion’s share would be backed 
by the capital of the U.S. contribution—— 

Mr. Upton. That is correct, sir. 

Senator A1rkEN. Which would be secured in the form of stock that 
would not necessarily draw interest. Possibly the stock might draw 
dividends. 

Mr. Upton. Yes. If the Bank has sufficient earnings, and if the 
Directors feel that a sufficient amount has been set aside to make 
adequate reserves, why then dividends could be paid on the stock. 

Senator Aiken. The Development Loan Fund is financed by the 
sale of securities furnished by the U.S. Treasury, which are under an 
interest ceiling; are they not? 

Mr. Upton. Specific securities are not sold for the Development 
Loan Fund, but the funds for the Development Loan Fund are 
obtained through the normal debt process. 


WILL INTERNATIONAL SECURITIES BE MORE ATTRACTIVE THAN 
U.S. SECURITIES? 


Senator ArkEN. The reason I am asking these questions is the same 
reason which prompted my concern when we put up an extra $3 billion, 
plus guarantee, for the World Bank, and $1,375 million for the Inter- 
national Monetary Fund. What is the ultimate effect going to be if 
we continue to make it more profitable for American investors to 
invest in funds used for development outside the United States than 
in funds used to carry on the operations of the U.S. Government? 
Isn’t it a fact that salesmen have had more trouble in selling U.S. 
securities than they have in selling securities guaranteed by the 
U.S. Treasury for use outside this country? Are we encouraging the 
flight of capital from the United States at too rapid a rate? 

fr. Upron. I might mention that we do give our permission for 
the | tran of an issue in the United States of the World Bank or we 
would 

Senator Arken. What is the highest rate paid by the World Bank? 

Mr. Upron. I will have to obtain that information, sir, but I 
believe that it runs about a quarter percent or a little more over 
comparable U.S. Government maturities. 

Senator A1kEN. I think it has been testified here that some of the 
World Bank securities pay 4.75. I think we had a witness from the 
Chase Manhattan Bank who testified to that effect. 

Mr. Upton. I think you have possibly two factors there. One, 
they are not subject to the ceiling on interest rates; but the other, 
because it is not specifically guaranteed but only covered by the call- 
able capital, that it goes in any event at a slightly higher rate. So 
you have two factors in explaining the differential in rates. 
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I have a little more information on this. The World Bank money 
cost measured by current market yields on its obligations has varied 
in recent years from about three-eighths percent to about three- 
fourths percent above the cost of money to the U.S. Government of 
similar maturity. It is somewhat higher than I mentioned before. 


HOW HIGHER INTEREST RATE OF INTERNATIONAL SECURITIES COULD 
AFFECT U.S. INTEREST RATES 


Senator A1keN. What concerns me is how far we can go in the 
direction of guaranteeing investments to be used in other countries 
at a higher rate of interest than investments in our own Government. 
Is it not possible in some way to keep that trend under control? 
Otherwise it seems to me we will have a continually increasing interest 
rate in this country until it could get out of hand. 

Mr. Upton. Well, sir, this is a relatively small organization. The 
guaranteed capital put up by the United States, the callable capital, 
is about $200 million. 

The borrowing would probably be less than that, based on the expe- 
rience of the World Bank, and as far as I know, no similar organizations 
are contemplating such borrowings, nor are they under consideration. 

Senator Aiken. I think I shall probably support this proposal, 
But at the same time I cannot help but wonder how far we can go in 
guaranteeing sales of securities for use in other countries at a higher 
rate than we do money for financing the U.S. Government itself, 
even though the U.S. Government virtually guarantees the loan in 
both cases. That is all. 


CREATION OF BANK WOULD PROMOTE BETTER INTERAMERICAN 
RELATIONS 


las 


The CHarrMan. Senator Morse? 

Senator Morsg. Mr. Secretary, I was unable to hear most of your 
testimony, because I had to be in executive session on the Labor 
Committee this morning, but I got here just as you were finishing. 
I have read your statement while the questioning has been going on, 
and I want to say that I find myself very much in favor of the Pres- 
ident’s recommendation that there be created an Inter-American 
Bank. That does not mean that I won’t support any modifications 
of it which the facts brought out in this hearing might conceivably 
demonstrate are needed. 

But there are many reasons why I think the President has recom- 
mended a good proposal, and I have so told Senator Smathers, of 
Florida, who is the author of the proposal here in the Senate. 

I want to stress, particularly, not only the economic advantages 
that would accrue, I think, to the members of the Bank by having 
these loan funds available, but I want to stress the psychological 
advantages in American-Latin American relations by the creation of 


such a bank. 
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LATIN AMERICANS FEEL SLIGHTED BY THE UNITED STATES 


IT am afraid that many people don’t fully realize the fact that Latin 
America has come to feel somewhat slighted in connection with the 
U.S. aid throughout the world, but this is not the time or place to 
discuss the justifications, if there are any, of that feeling. 

However, preliminary to a suggestion I want to make, it is the time 
and place to say that it has been my observation that that psycho- 
logical attitude exists. 

Throughout many parts of Latin America there is the feeling that 
while we have had our eyes on the problems in Europe—which have 
been serious—we have taken our southern neighbors for granted. 
And I know human relations well enough to know that there isn’t 
anything that can lose a good friend more quickly than to have him 
get the idea that you take his frie ndship for granted and do not follow 
a course of action which demonstrates that you are entitled to his 
friendship. 

Be that as it may, when I was in Mexico recently, I found to my 

pleasure a great deal of support for this Inter-American Bank idea. 

I intend to have my Subcommittee on Latin American Affairs go 
into the proposal w ith some thoroughness, because I am inclined to 
think there is a constructive suggestion that is really going to demon- 
strate that our friendship for the Latin Americans is not just talk; 
that we are willing to cooperate with them. 

So much for that psychological problem that exists. 





SPHERES OF OPERATION OF EXISTING FINANCIAL INSTITUTIONS 


Now, Mr. Chairman, before I ask the Secretary a question, I would 
like to point out what I think the committee needs—and I am 
sure that the Treasury Department in cooperation with the State 
Department and the staff of our committee can supply us with such 
a memorandum as I now ask for. We need, Mr. Secretary, a parallel- 
column memorandum that is very easy to comprehend in regard to 
what are the powers, functions, and jurisdictions of existing financial 
institutions which we are supporting. Such information can be of 
service to our whole foreign relations program, because I think one 
way to lose ground with a proposal such as this is to allow the public 
attitude, ow hat, another bank? Haven’t we already got a “eas 
series of institutions? Isn’t this another proposal for overlapping, 
for the creation of more positions?” 

Therefore, I would like to have, Mr. Chairman, a parallel-column 
memorandum prepared either by Treasury, or by State, or in coopera- 
tion with our own staff, which will set out in digested form the juris- 
diction and loaning powers of the Export-Import Bank, the Inter- 
national Monetary Fund, the International Bank, and now the pro- 
posed Inter-American Bank, so that when we get to the end of it, we 
will be able to answer the question, ““What ‘will this bank do and 
accomplish that the Export- Import Bank can’t do, that the Inter- 
national Monetary Fund can’t do, and that the International Bank 
can’t do?” 
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I think for purposes of persuasion in the Senate, when we get it up 
for debate, we need a very simplified parallel-column memorandum 
which any Senator can pick up and see what it is we are proposing 
here that does not exist in any of these other financial institutions. 

Now you may already have prepared such material—I don’t know, 
but I didn’t see it anywhere in your statement, and I think we need 
it rather soon. I think it ought to be included in our printed hearings 
on the bill, because we need it rather early in the debate. We need 
it for one other purpose. We have got an educational job to do 
throughout the country in getting the public support that we need 
for this kind of program, and we need to have a memorandum that 
you can hand to the chambers of commerce, to foreign policy study 
groups, or to any discussion group that is interested in the objectives 
of this program. 

The CuarrMan. You can prepare that, can’t you, Mr. Secretary? 


INTER-AMERICAN DEVELOPMENT BANK VIS-A-VIS OTHER LENDING 
INSTITUTIONS 


Mr. Upton. Yes, I think we can. 
(The information requested is as follows:) 
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Mr. Upton. I would be very happy to make a brief comment on this 
in two forms. During our negotiations we expressed the following 
views on this question of relationship with other organizations. 

First, that we believe the new institution should supplement and 
complement rather than substitute for the lending activities of existing 
institutions for international financing. 

Second, that the Bank should conduct its operations in such a way 
as to give encouragement to private investment in Latin America, 
and in general should not make loans for projects when private capital 
is available on reasonable terms. 

And third, that the United States is convinced that to be effective 
the new bank must work in close cooperation with the other lending 
institutions, particularly the International Bank, the Export-Import 
Bank and the Development Loan Fund. 

Senator, I am very much impressed by your observations about the 
psychological relationship with Latin America, because although I had 
not worked too much with Latin America before I came to Washing- 
ton, I received exactly these same impressions during the negotiations 
and during my subsequent trip to Buenos Aires to the Committee of 
21. 


LATIN AMERICAN VOICE IN MANAGEMENT AND POLICIES OF BANK 


To me the important thing is really not what this bank can or can- 
not do in conjunction or in relationship with the other organizations, 
but who does it, because this is a bank of which 6 out of the 7 directors 
are Latins, where the majority proportion of the capital comes from 
the Latins, where the top management will undoubtedly be very 
heavily staffed with Latins, and where except for certain exceptions 
the majority voting power is with our Latin American friends. 

So here you don’t have an American institution loaning and laying 
down terms to Latin American borrowers. You have a joint institu- 
tion in which the Latin Americans are predominant, and you have 
one in which they are not only acting as customers of the Bank, but 
also as management of the Bank as well as contributing to its assets. 

I think these very important factors of management and voting 
and policy establishment are more vital than whether or not it could 
make the same or a different type of loan than one of the other insti- 
tutions. 


TYPES OF LOANS AS DEFINED IN BANK CHARTER 


Senator Morse. I couldn’t agree with you more. I think your 
observations are completely accurate. In your remarks you made 
some reference to the nature of the loans. Is it contemplated that 
when this charter is set up and the bank’s duties and loaning powers 
are defined, restrictions will be placed in the charter as to types of 
loans the Bank can make? 

Mr. Upton. The charter is an extremely broad one. In the first 
place we do have this division into the normal banking operations 
and the special operations. In the normal operation field there are 
no restrictions as such, but there are certain statements of policy and 
of objectives, and I would like to just read one or two of these because 
I think they do clarify this matter. 
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The function of the Bank is—(i) to promote the investment of public and 
rivate capital for development purposes; (ii) to utilize its own capital funds raised 
y it in financial markets and other available resources for financing the develop- 

ment of the member countries giving priority to those loans and guarantees that 
will contribute most effectively to their economic growth. 


This definitely puts a priority element in the selection of loans. 


(iii) To encourage private investment in projects, enterprises and activities 
contributing to economic development and to supplement private investment 
when private capital is not available on reasonable terms and conditions; 

(iv) to cooperate with the member countries to orient their development 
policies toward a better utilization of their resources, in a manner consistent with 
the objectives of making their economies more complementary and of fostering 
the orderly growth of their foreign trade; and 

(v) to provide technical assistance for the preparation, financing, and imple- 
mentation of the development plans and projects, including study of priorities and 
formulation of specific project proposals. 

In working with the various financial organizations one of the 
great problems we meet with in the less developed countries is the 
problem of the proper presentation of the loan project in a form which 
can be passed upon with rapidity and minimum delay. We hope 
that the technical assistance group in this bank will be very helpful to 
all Latin America, not only in preparing projects for this institution 
but in assisting in the preparation of projects for other institutions, 


IMPORTANCE OF PRIVATE ENTERPRISE 


Senator Morse. Mr. Secretary, before I come to my next question 
related to the scope of the loaning power of the bank which you have 
just outlined from the chart, I want to say clearly that I very much 
favor the development of the private enterprise system in relation to 
loans made by any of these international banks. 

Yet we have this very delicate matter that I think deserves some 
attention from the standpoint of American-Latin American relations. 

Again I run into this problem when some of our Latin American 
friends come to Washington and sit down in my office and talk about 
some of the economic problems that confront them in relation to the 
United States, or as the other day when I was in Mexico and a promi- 
nent Mexican raised the matter again. 

I also want to make clear that, as far as policy is concerned, I believe 
in the development of the natural resources under a private enterprise 
system here and abroad, with the Government exercising those checks 
necessary to protect the public interest. 


BANK POLICY TOWARD GOVERNMENT MONOPOLIES 


But we have in some areas of Latin America a domestic policy for 
the development of natural resources, particularly oil—in some in- 
stances also power, but let’s confine the discussion for a moment to 
oil—where a government monopoly exists, whether it is PEMEX in 
Mexico or whether it is the government oil monopoly in Brazil. Is 
there any reason for the officials of a country where a government oil 
monopoly exists to fear that we would take the position of insisting 
that this Inter-American Bank follow the policy of our own Govern- 
ment in connection with direct American loans—namely, that, as a 
matter of national policy, we have not favored direct American loans 
to the development of these government monopoly facilities? 
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Is there reason to believe, from the language of this charter you 
just read to me, that there is implied a restriction on the part of the 
Inter-American Bank in respect to making loans for the development 
of oil facilities in a country where the oil facilities are under a govern- 
ment monopoly? 

Mr. Upron. That is a matter which was in the background of our 
discussions and negotiations. 


BANK TO ENCOURAGE, BUT ALSO SUPPLEMENT, PRIVATE INVESTMENT 


The clause I suppose which would apply to this is— 


The Bank shall have the function to encourage private investment in projects, 
enterprises, and activities contributing to economic development and to supple- 
ment private investment when private capital is not available on reasonable terms 
and conditions. 

Now we felt this question was so important that I have written a 
little memorandum on it which | would like to paraphrase to you with 
particular reference to this institution. 

Senator Morse. I am very glad that you have the memorandum. 
Mr. Chairman, I want to take another minute with the witness on 
this matter. I want to make clear, Mr. Secretary, that all I am seeking 
to do is to get this particular problem clarified, because I think we 
are going to find it a rather troublesome one. 

I am somewhat concerned about the charge made from time to 
time in Latin America, that we insist upon imposing our economic 
system in one way or another upon a Latin American country, and 
that unless they agree to our economic forms, we refuse to cooperate. 

I think that leads to ill feeling. That is why I made my statement. 
I am against the nationalization of industry. But at the same time 
we have got to face up to the fact that if we believe in nonintervention 
politically, the people of Brazil or Mexico or any other country have 
the right to take over and develop the oil resources of their country. 

Are we going to take the position under this charter that if they 
will not open up their oil fields for development by American oil 
companies, we will be opposed to any loan to the Brazilian Govern- 
ment—to use the hypothetical now—for the development of a re- 
finery, or a pipeline, or drilling, or whatever the Brazilian Government 
may need money for, in order to develop its own oil monopoly? 

Mr. Upton. There is nothing in the charter of the Bank that would 
prohibit per se loans to any particular type of enterprise. However, 
there are certain provisions in the charter and certain facts in the 
structure of the bank which are relevant. 


HOW PRIVATE CAPITAL COULD COOPERATE WITH PUBLIC ENTERPRISE 


Now I just read the little section in the functions of the bank to the 
effect that it shall— 
encourage private investment in projects, enterprises and activities contributing 
to economic development to supplement private investment when private capital 
is not available on reasonable terms and conditions. 

We think that private capital has been and is available for petroleum 
Operations where conditions are favorable for its investment. We 
have in recent years seen evidence that private capital is prepared to 
cooperate with public petroleum enterprises on a contractual basis 
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on terms mutually beneficial to the public and private enterprises as 
in the Argentine. 

We recognize that petroleum exploration »nd development require 
very large capital sums and that the risk element is very high, and this 
bank has quite modest capital. Accordingly we would question 
whether loans for these kinds of operations would be appropriate for 
any international banking institutions. 

Such loans could absorb a disproportionate share of the bank’s 
resources with the result that its activities in other fields might be 
limited and its contribution in areas where petroleum is not important 
could be reduced. There are a good many countries where this is not 
a significant factor. 

However, outside of the area of exploration and development of 
petroleum, that is in the area of transportation, refining and marketing, 
there may be opportunities for public capital to cooperate with private 
capital in less risky but highly productive situations. 

The decisions of the bank would be taken by a majority vote. The 
United States has 40 percent and considerations of this type, which I 
have just referred to, will, I think, be influential in deciding our 
position on any particular question that would arise in this field. 

Senator Morse. I want to thank you, Mr. Secretary, for having 
that memorandum prepared, because I think it deals with one of the 
problems we have certainly got to consider. 


IS U.S. REFUSAL OF LOANS TO GOVERNMENT MONOPOLIES PARTIALLY 
SELF-DEFEATING? 


What is said is that we have apparently been following in our 
international relations the policy of not granting direct loans for 
power, oil, or mineral development if a given country has a govern- 
mental monopoly. It is sometimes alleged that we knowingly deny 
such a loan, but grant a loan for some other government function out- 
side the field of natural resources, with the full knowledge that the 
latter loan will release money which X country can turn around and 
use itself for oil or power development, or some other governmental 
monopolistic development. 

And so we are charged with sort of an indirect sleight-of-hand 
performance in this kind of policy. We say: “Oh, no, we won’t help 
you develop your oilfields but we will help you develop something else 
and then you can use your own resources to develop your oilfields.” 

I sometimes wonder if all we accomplish by that policy is to invite 
the charge—which is wrong, I think—that we are seeking to press the 
American oil companies’ policies in these areas in opposition to a gov- 
ernment monopoly power. I know how delicate that subject is, but I 
thought I ought to raise it here for the record, because it is going to be 
a matter of discussion. 

You can’t avoid it. It is going to be a matter of discussion, and I 
just happen to be one of these fellows who believes the best way to 
meet a problem like this is openly and frankly. Let us tell the world 
what our position is and why. 

I have no objection to being asked my position; and I do think this 
is a very fair statement that you have made, and I want to thank you 
for it. 

Mr. Upton. Thank you. 
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The CHAIRMAN. Senator Sparkman? 

Senator SparKMAN. No questions, thank you. 

The CHarrMan. Thank you very much, Mr. Secretary. 

Senator HickenLoopmrR. May I ask just one question, Mr. Chair- 
man? 

The CHarrMANn. Yes. 


PERCENTAGE OF CONTRIBUTION DETERMINES VOTING POWER 


Senator HickENLoopER. Mr. Upton, we put up 41 percent of the 
capital in this institution, don’t we? 

Mr. Upron. Yes, approximately, in the Bank. 

Senator HickeNLooper. In the paid-in capital in callable shares? 

Mr. Upton. Yes. 

Senator HickENLoopER. And we have one vote, is that correct? 

Mr. Upton. No. ‘The vote is weighted voting. 

Senator HickeNLoorrr. What is the vote? 

Mr. Upton. The vote is weighted according to the proportion of 
capital contribution, although there will be eight directors we would 
cast 40 percent of the votes. 

Senator HickENLoorEerR. How about after the Board of Directors 
isset up? Do we have one director? 

Mr. Upton. We have one director. But when he votes, he repre- 
sents 40 percent of the total voting power. 

Senator HicKENLooPER. So that his vote reflects the amount of 
capital stock investment? 

Mr. Upton. Yes, sir. 


U.S. CONTRIBUTION TO, AND VOTE IN, SPECIAL FUND 


Senator HickENLooper. And what about the contribution to the 
fund for special operations? I notice that we contribute 66% percent 
of that amount. 

Mr. Upron. Yes; well, I think there was rather a strong feeling 
among the Latin American negotiators, and this comes back to Sen- 
ator Morse’s psychological aspects, that if we had a voting power in 
that which reflected the 66% percent contribution, that this would not 
be well received by the various countries concerned. 

We felt after considerable discussion that the same objective could 
be obtained by giving us in effect a veto power in this special opera- 
tion. So the same voting weight, votes will be weighted in the same 
way in each of the operations, the ordinary and the special. But in 
the special fund we have a veto power which we do not have in the 
normal votes in the bank itself. In other words, a positive two-thirds 
vote is required. 

Senator HickenLooper. Thank you. 

The CuarrMan. Thank you, Mr. Secretary. The next witness is 
the Under Secretary of State. Mr. Dillon, will you come forward 
please. We are very pleased to have you again before the committee 
to make whatever statement you wish to make. Do you have a 
written statement, Mr. Dillon? 

Mr. Ditton. Yes, sir; I do, a short one. 

The CuarrMANn. Do you wish to read it, or do you want to put it 
in the record and just summarize it? 
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Mr. Ditton. Whichever the committee prefers. 

The CHarrMAN. You might put the entire statement in the record 
and tell us what is is about. But you do as you please. You are 
familiar with it and I am not. 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY 
OF STATE; ACCOMPANIED BY HARRY R. TURKEL, CHARLES W, 
ADAIR, JR., AND STANLEY METZGER 


Mr. Ditton. I think I would like to summarize briefly the main 
points that I ‘have tried to make, and I think I can shorten the 
proceeding that way. 

The CuarrMan. The whole statement will be put in the record at 
this point. 

(The statement referred to follows:) 


STATEMENT BY HON. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE 


It is a pleasure to appear before the Foreign Relations Committee in support 
of U.S. participation in the Inter-American Development Bank. 


IMPORTANCE OF INTER-AMERICAN DEVELOPMENT BANK TO HEMISPHERIC RELATIONS 


I will not go into the details of the Bank’s charter or proposed operations, 
since these have been covered very comprehensively by the Assistant Secretary 
of the Treasury, Mr. Upton. I wish to speak, instead, of the importance of this 
new institution to the peoples and governments of Latin America and our relations 
with them. 

Since the early days of our country we have recognized that our ties and com- 
mon interests with Latin America are of unique importance in U.S. foreign 
relations. The cementing of satisfactory and mutually responsible relations with 
these countries has been a keystone of our foreign policy. The Organization of 
American States, which had its beginning over half a century ago, has contributed 
very significantly to the preservation of peace and the promotion of economic 
welfare in this hemisphere. We feel it is not only appropriate but economically 
and politically important that we now take this next step in strengthening our 
economic relations with the Latin American Republics. 

We are all sympathetically aware of the intense desire for higher standards of 
living in the underdeveloped areas of the world, whose governments are under 
relentless pressure from their peoples to promote economic development. These 
demands for material progress are no less strong in the long-independent nations 
of Latin America than they are in the newly independent countries of Asia and 
Africa. And, in Latin America, as in other less developed areas, we have a 
national interest in seeing this urgently desired growth achieved in an environ- 
ment of freedom. 

While it is true that Latin America possesses in varying degrees the human and 
material resources essential to development, no single country has them in 
sufficient degree to realize its potential for growth without outside help. Both 
external capital and technical assistance are needed if our sister republics to the 
south are to make genuine progress toward establishing viable economies under 
stable, free institutions. 


BANK UNIQUELY DESIGNED TO MEET NEEDS OF LATIN AMERICA 


The Inter-American Bank should provide great impetus in helping them to 
make that progress. For the Bank is uniquely tailored to meet the needs of 
Latin America, It is different from any other institution in which this country 
now participates. 

Perhaps the Bank’s most striking feature is that it is more than a financing 
institution. It is truly a development institution. For it will provide technical 
assistance to participating countries to insure that proposed projects are properly 
engineered and designed in relation to the overall development needs of the 
country concerned. 
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In this connection, I think it important to recall that the Inter-American 
Development Bank represents the culmination and fulfillment of desires expressed 
by the countries of Latin America for more than 60 years. The other American 
Republics have long felt that an inter-American institution was required if Latin 
American problems and needs were to be given fully adequate consideration. 

Many people in Latin America have felt for some time that we have taken 
them for granted in relation to Europe. Many also fear that higher priority will 
be given to the needs of the newly emerging countries of Asia and Africa, which 
are comparatively less developed. 

They consider that an Inter-American Bank, to which they themselves con- 
tribute, will give them a greater voice in policy and in the allocation of available 
funds. 

They look to the Bank as a source of needed additional capital which is especially 
important now that they have reached a stage of development where they can 
usefully absorb larger sums. 


U.S. INTEREST SERVED BY PARTICIPATION IN BANK 


We believe it is in our national interest to support the Latin American desire 
for this organization. The Inter-American Development Bank will be a further 
and logical expression of the special system of relationship in this hemisphere 
which is reflected in the Organization of American States. Since the early days 
of our country, we have come to recognize that our ties and common interests 
with Latin America are of unique importance in U.S. foreign policy. Our mem- 
bership in the new Inter-American Bank will be tangible recognition of this 
unique relationship in the field of our foreign financial policy. The Bank will 
be a concrete expression of the desire of all the peoples of the Americas to pursue 
sound economic policies which will make a maximum contribution to hemispheric 
development in an atmosphere of mutual trust and understanding. 

The Bank will establish an assured source of funds wholly devoted to meeting 
Latin American requirements. Latin America will have a strong voice in its 
management and control and will be making a significant contribution to its 
capital resources. The success or failure of this institution rests to a considerable 
extent in their hands. And this is as it should be. Since a large part of the 
Bank’s capital will be subscribed by the Latin American countries themselves, 
it is healthy that these countries should fully share the responsibility for setting 
the policies which will determine the allocation of resources and for establishing 
the criteria which will determine eligibility for loan assistance. Thus the Bank 
will help to introduce a force for stability in Latin American economic 
relationships. 


SALIENT FEATURES OF BANK AS A LENDING INSTITUTION 


I should like to call special attention to certain features of this institution 
which I think are particularly significant and which will enable the Bank to make 
a unique contribution. 

Mr. Upton has told you about the Fund for Special Operations. This Fund 
will, in effect, be one of the departments of the Bank. The term “Fund” has 
been used to emphasize the segregation of this segment of the Bank’s operations 
from its ordinary operations so that there may be no confusion in the minds of 
prospective purchasers of bonds with respect to the possibility that their money 
will be used for “‘soft loan’’ operations. Such will not be the case. Money 
borrowed on capital markets will be used only for ‘ordinary operations’”’ and in 
the Bank’s ordinary operations the borrower will be obligated to repay in the 
currency borrowed. 

However, through the Fund for Special Operations, the Bank will be empowered 
to make loans repayable in whole or in part in the currency of the borrower. 
Such loans will be limited to special circumstances where a country does not have 
sufficient debt-carrying capacity to justify payment in foreign exchange, or in 
the case of particular projects where it appears repayment in foreign exchange 
is not warranted. This provision for making special loans will give the Inter- 
American Bank a measure of flexibility not hitherto available to other inter- 
national lending institutions. The potential beneficiaries of the Fund’s operations 
will themselves be contributing to the initial resources of the Fund and will 
share with us the responsibility of determining where the resources shall be 
expended. This feature will permit the Inter-American Bank to make a special 
contribution to the problems of financing economic development in Latin America. 
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BANK’S POTENTIAL CONTRIBUTION TO FIELD OF TECHNICAL ASSISTANCE 


One of the most important contributions of the Inter-American Development 
Bank will be in the field of technical assistance. It will undoubtedly help to 
train officials in the member countries in economic development planning and 
implementation. It will stimulate sounder overall development plans in indi- 
vidual countries. Most important, however, is its potential in connection with 
individual development projects. All too often we hear that existing institutions 
are not making enough loans in Latin America, while at the same time the 
institutions are saying that they would be glad to make additional loans if they 
had well-planned, properly engineered projects to consider. I hope that the 
Inter-American Bank will emphasize the preparation of well-designed, well- 
engineered projects which will merit the attention of existing lending institutions 
as well as the Bank itself. 

To help meet the expense of this work the Bank is authorized, during the first 
3 years of its operations, to use up to 3 percent of the initial resources of the Fund, 


INTER-AMERICAN DEVELOPMENT BANK VIS-A-VIS OTHER INTERNATIONAL LENDING 
INSTITUTIONS 


However, the Latin American countries will continue to be completely free to 
seek the assistance of the Export-Import Bank when they have the capacity to 
repay in dollars and wish to procure goods in the United States. We expect the 
activities of the Export-Import Bank in Latin America will continue undiminished, 
Countries also, of course, will continue to be free to seek financing from the 
IBRD. Thus we view these institutions as complementary and not competitive, 

With respect to special loans, ordinarily we will expect the Latin American 
countries to go to the Bank for the financing of their projects before they come to 
the Development Loan Fund. This, of course, is in accordance with the criteria 
of the Development Loan Fund, which prohibit the Development Loan Fund 
from considering a loan proposal until it can be ascertained that financing is not 
available from other free world sources. 

It can be expected that when the Inter-American Development Bank is unable 
to finance a particular project, it will give the member countries advice on how 
to present the proposal to other available lending institutions, both international 
and United States. This should lead to a better coordinated and more coherent 
approach by the Latin American countries to the financial resources available to 
them. The location of the Inter-American Development Bank in Washington 
will greatly facilitate coordination of its operations with those of other inter- 
national and U.S. lending institutions. 

In conclusion, I should like to reiterate that the establishment of this Bank will 
be a significant forward step in strengthening our economic relations with Latin 
America. Accordingly, the Department of State strongly supports the legislation 
now before you authorizing the United States to join the proposed Bank and 
make its required capital subscription. 


BANK A SIGNIFICANT STEP IN INTER-AMERICAN RELATIONS 


Mr. Ditton. We naturally touched on the history of this movement 
for an Inter-American Bank which is a very long history in Latin 
America, and the importance that our Latin American friends attach 
to it. We particularly point out the fact that this is quite a different 
institution from any of the other international institutions, for the 
reason that it is primarily devoted to helping the Latin Americans 
work out their development problems and not just an institution which 
is ready to make money available after the problems have been settled. 

In other words, we attach great importance to the technical assist- 
ance aspect of the fund which will have two or three things it can do. 
First, there will undoubtedly be country surveys under this technical 
assistance program which will help the Latin Americans, through a 
technical assistance program which they in effect will have a big voice 
in, if not control, to work out the best overall development plans and 
programs for the individual countries. 
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And then within those programs it will also work up individual 
projects. I think I heard Secretary Upton state that in many cases 
while the Latin Americans have felt that they needed more funds, 
the existing lending institutions, the World Bank and the Export- 
Import Bank, have been complaining about a lack of well-thought-out 
and well- prepared projects. Through this quite extensive technical 
assistance program we think that a very great deal will be accom- 


plished. 
BANK WOULD SIMPLIFY HEMISPHERIC LENDING OPERATIONS 


The other particular point is that for some time there has been a 
feeling in Latin America that the present setup is rather complex. 
They “did not know whether the vy should go to one institution or an- 
other, the Development Loan Fund or the E xport-Import Bank in 
particular or the World Bank. 

We feel that this institution will be and is designed to serve more or 
less as a clearinghouse, that the Latin Americans will presumably take 
their projects here in the first instance. And since this institution is 

nowhere nearly large enough to handle their desires, it will be a central 

organization that will help them to work out package arrangements 
which might involve some financing by this institution and some by 
one or two or three of the other institutions, such as the Export- 
Import Bank and the Development Loan Fund and maybe the World 
Bank. 

This institution will also help the Latin Americans in gaining 
access to the private markets. Now some of the larger countries 
know how to do that, but a number of the others do not. Therefore, 
we feel that this institution will be of great advantage not just as a 
source of capital and maybe not even primarily because of that, but 
because of what it will do in promoting development in Latin America 
through better utilization of resources and better skills in preparing 
projects. For that reason we are strongly for this, for the creation 
of this Bank, which will give satisfaction to this long-expressed 
desire of Latin American countries to have a development institution 
that is responsive to their own desires and needs and which will be 
thinking of nothing else but the problems of Latin America. 

The CHarrRMAN. Thank you very much, Mr. Secretary. 

You feel then, that the technical assistance aspect of this Bank is 
perhaps more important than we have heretofore thought. It can be 
extremely useful in connection with the operations of the Bank. 


ADVISABILITY OF FINANCING BANK THROUGH PUBLIC DEBT TRANSACTION 


Mr. Dillon, you had long experience in the field of international 
finance before you came into the Government. Do you think it 
inappropriate to finance international lending institutions by public 
debt transactions? 

Mr. Diuuon. I would think that my personal views are that a 
decision of that nature is in the last analysis one for the Congress to 
make. However, the considerations from the administration point 
of view fiscally are that it is better to channel all funds to be spent by 
the Government through one place, which is at present the appro- 
priations process. 
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The Cuarrman. Mr. Secretary, I think you misunderstood my 
question. I didn’t ask you what the administration or anyone else 
thought. I asked you, as a man who has spent many years in the 
field of finance, what your view is. I know what the administration’s 
is. I asked you if it is inappropriate to finance the Inter-American 
Bank by public debt transaction? 

Mr. Diito0N.-In the long run there is no fiscal difference to the 
Government whether the money is expended by the United States 
as a result of public debt transaction or an appropriation. 

The CuarrMAN. That is what I meant to get at. There is not the 
slightest iota of difference in its impact on the taxpayer whether the 
Bank is financed by appropriated funds or by borrowing, is there? 

Mr. Ditton. There is no difference in the impact on the taxpayer. 

The CuHarrMAN. None whatever. 

Mr. Ditton. There may be a greater control in the amount spent. 

The CHarrMAN. You are anticipating what I want to ask you next, 
I am trying to develop this a little further. It is a very difficult 
subject and there is great confusion on it. But, between the two 
methods of financing the Bank, there is no difference in burden on the 
taxpayer. One doesn’t contribute to the bankruptcy of the Govern- 
ment any more than the other, does it? 

Mr. Dituon. No. 

If the amount of money that is expended by either way is the same, 
there is no difference. 


CONGRESSIONAL CONTROL OVER FISCAL POLICY OF INTER-AMERICAN 
DEVELOPMENT BANK 


The CuHarrMAN. Doesn’t the difference come down entirely to the 
question of the wisdom of the particular bodies which authorize the 
expenditure in a given case? For example, in this case, or in the case 
of the International Bank, it is a matter of a preference whether you 
wish the Appropriations Committee, on the one hand, to determine the 
policy as well as the amount, or this committee and eventually, of 
course, the Congress as a whole, on the other hand—isn’t that essen- 
tially what is involved in the decision on the method of financing a 
lending institution such as the Inter-American Bank? 

Mr. Ditton. Well, that is why I said I thought it was particularly 
a question for the Congress to decide, because it is an expenditure of 
money, and has to be authorized by the—— 

The Cuarrman. I know you don’t decide, but you recommend and 
the administration recommends. Now, in this instance, did the State 
Department initiate or have anything to do with the initiation of the 
recommendation that this Bank be financed through appropriations? 

Mr. Ditton. That was a decision taken by the fiscal authorities of 
the Government, and as far as we are concerned, we did not think it 
made much difference because we thought we would obtain the funds 
in either event. 

The CuarrMan. But the State Department did not initiate the 
proposal, did it? 

Mr. Ditton. No. 

The CHarrMan. It isn’t your idea. It was the Treasury’s idea in 
this case, was it not? 

Mr. Ditton. Yes, but I don’t think we opposed it at all. 
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The Cuarrman. Is not part of the reason that in your judgment, 
Latin America, due to many activities in recent vears, has become 
such a concern of the Congress that you have no doubt in this instance 
that Congress will appropriate the money—is that correct? 

Mr. Dituon. | think that entered into our judgment. 

The CHairman. What I meant by my last question is that the 
difference involves a judgment as to the respective attitudes and 
responsibilities for international affairs on the part of this committee 
and the Congress as opposed to the Appropriations Committee and 
the Congress. 

Isn’t that what it really comes down to? 

Mr. Ditton. I am not so sure it comes just to a difference between 
two committees. As I understand the principle, it is that they prefer 
that there be one source rather than two sources and that it is not a 
question between the different abilities of the two different sources, 
but rather the basic principle that all funds should come through one 
mechanism. 

The CHarrMAN. Yes. Well, I won’t pursue the matter any further. 

But the main point I wanted to make here—and I think you have 
made it, too, in that you have agreed with me—is that there is no 
difference in the impact upon the Treasury, or the taxpayer, or the 
public finances, as a result of whichever method you follow. The 
other point I wish to make is that, in this instance, the reeommenda- 
tion is primarily that of the Treasury. The State Department did 
not initiate it. That does not mean that you disagree with it, but 
you did not initiate it—is that correct? 

Mr. Diiton. That is correct. 


REDEEMING U.S. CONTRIBUTION AFTER SUBSCRIPTION IS PAID IN 


The CuarrMaANn. The Senator from Alabama? 

Senator SPARKMAN. To what extent is it anticipated that the 
arrangement will be used whereby the Government, after the subscrip- 
tion has been paid in, can get the money back by the issuance of notes? 

Mr. Dituon. I think that would be something that the Bank would 
have to decide, but we would anticipate it would be used quite a lot, 
that the Bank would only keep in its own name a working balance so 
that it was relatively small, and that the rest of the American con- 
tribution would be in these non-interest-bearing notes, which could be 
called on a day-to-day basis, whenever they were needed. 

Senator SpARKMAN. Is that method similar to the one used by the 
International Monetary Fund? 

Mr. Diuuin. Yes, very much the same thing, Senator. 

Senator Sparkman. The only difference seems to be that in the 
IMF only the initial payment is made and the promise is made to pa 
for the balance. In the Inter-American Bank we actually pay it all 
in and then draw it back out. 

Mr. Ditton. I think that is probably the technical difference, but 
Al — will be that it will all be in these non-interest-bearing notes, 

think. 


COUNTRIES WHICH WILL PARTICIPATE IN BANK 


Senator SparKMAN. How many of the countries of the Western 
Hemisphere have indicated their desire to participate in this program? 
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Mr. Driuon. Of course, all the countries that were in the Western 
Hemisphere that are members of the Organization of American States 
signed the charter, and since then we have recently sent out an inquiry 
to our embassies to see what progress is being made, and I think we 
have replies from 12 countries. In 10 of those they said there were 
plans under way to have ratification in the next 3 or 4 months. In 
the other two they said plans are not yet definite, but there was no 
difficulty and that in none of them from whom we have had replies 
did there apprear to be any difficulty about this thing at all. 

Senator SPaRKMAN. You think, then, that it will be a well-accepted 
program? 

Mr. Ditton. There has been no indication to the contrary so far, 
It seems to be very well accepted. 

Senator SPARKMAN. I have been very much impressed with it from 
the beginning. I felt it was a fine idea, and I hope that it goes right 
ahead. 

That is all, Mr. Chairman. 


INTERNATIONAL FINANCIAL OBLIGATIONS OF THE UNITED STATES 


The CHarrRMAN. Senator Hic kenlooper. 

Senator HickENLoopgER. Mr. Secretary, you are a banker; now, if 
a fellow comes in to you and says, ‘“‘Here is my statement—all I owe 
is $50,000, and I have signed a note for that amount,’”’ and you start 
inquiring and find that he has guaranteed another $50,000 in notes 
some place else, doesn’t that add to his total obligation at the momeat, 
whether or not those guarantees are ever called? In other words, 
each obligation is a part of his total liability. 

Mr. Ditton. That is part of his liabilities, that is correct. 

Senator HicknNLoopsEr. It seems to me that we may be fooling 
the American public a little bit. We tell them that we owe $285 
billion. Now that isn’t quite true in my book because we have 
got guarantees out all over the place. We guarantee in the Export- 
Import Bank. We have got our obligations in the World Bank. 
We have got our obligations, or we will have, in the Development 
Loan Fund. When we come right down to it, we don’t know whether 
those guarantees which we have outstanding will ever be called or not. 

We hope they won’t. We hope that our experience in the future 
will be good, and that the obligations will be paid out one by one. 
But our name is on the dotted line anyway as guarantors. Yet, we 
say we owe only $285 billion; that is the national debt. But that is 
one of the questions in my mind about this so-called public debt 
transaction. I am troubled by our approach. Why don’t we 
approach some of these obligations more directly and say: ‘‘Let’s just 
make the note as we incur an obligation, and if it is paid back, that is 
another matter.” 


RELATIONSHIP BETWEEN INTER-AMERICAN DEVELOPMENT BANK AND 
OTHER INTERNATIONAL BANKS 


Is there any intention so far as you know whereby this Inter- 
American Development Bank will pick up any shaky paper that may 
now be in the Export-Import Bank or the W orld Bank oc another of 
these lending institutions, to bail them out, as it were? 
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Mr. Ditton. No; it is supposed to supplement their activities. 

Senator HickenLoorer. I know that. That is the basic purpose 
of the proposed bank. 

Mr. Ditton. Yes. 

Senator HickENLoorEeR. But can this Inter-American Develop- 
ment Bank, if it wants to, take up some obligations which are owed to 
the Export-Import Bank, the World Bank, or any of the others? 

Mr. Driiton. I would think that would not be in accordance with 
the basic purposes of the Bank, which are set forth in its article I, 
which is— 
to contribute to the acceleration of the process of economic development of the 
member countries and to promote the investment of public and private capital 
for development purposes and to utilize its own funds for financing the develop- 
ment of member countries. 

I wouldn’t think that utilizing its own funds to bail out another 
institution would be promoting the economic development of a mem- 
ber country, so I would think that would certainly be contrary to the 
spirit and | think it would be contrary to the words. 


ASSUMING OBLIGATIONS OF OTHER INTERNATIONAL BANKS 


Senator HicKENLOoPER. That is the point. In times past I have 
seen situations where the spirit of the situation was clearly announced, 
but a year or so after the event we found that the activities were 
changed a little bit from what was understood at the time the act was 
passed. I am concerned as to whether or not this is going to be an 
organization that will devote itself exclusively to its stated and nec- 
essary purposes, and not be used, let’s say, for the purpose of what 
we may call a bail-out—bailing out some of these other international 
institutions that might want to sell the proposed Bank a little paper 
which was perhaps not so stable as it should be. 

Mr. Dition. | think that the appropriate thing is contained in 
section 7 of article III on operations which is titled “The Rules and 
Conditions for Making or Guaranteeing the Loans.” 

It says: 

(vi) Loans made or guaranteed by the Bank shall be principally for financing 
specifie projects including those forming part of a national or regional develop- 
ment program. 

Senator HickenLooprr. That word “principally” can be a pretty 
inclusive word. 

Mr. Dition. It says: 


The Bank may make or guarantee overall loans to development institutions or 
similar agencies of the members in order that the latter may facilitate the financing 
of specific development projects whose individual financing requirements are not, 
in the opinion of the Bank, large enough to warrant the direct supervision of the 
Bank. 

An individual development bank, say, in a country like Ecuador 
or something of that nature, which wants to make small loans to pri- 
vate industry there, could get financed by this institution. 

Senator HickeNLooprerR. Yes. Then you feel that this Bank is not 
set up—and that actually it is against the letter as well as the spirit 
of the agreement and the organization of this Bank—for bailing out 
ger organizations which might want to get rid of certain of their 
oans? 
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Mr. Ditton. Yes; very much so, sir. I think I mentioned the 
original functions, the purpose and functions in article I. The key 
one says it is— 
to utilize its own capital * * * for financing the development of member coun- 
tries * * *, 

Then in article III under “Operations” under ‘Use of resources” 
it says: 

The resources and facilities of the Bank shall be used exclusively to implement 
the purpose and functions enumerated in article I of the agreement. 

So I think the answer to your question is that it is not only against 
the spirit, but it is against the letter. 


HOW INTER-AMERICAN DEVELOPMENT BANK MIGHT COOPERATE IN COM- 
PLETION OF PROJECTS WITHOUT BUYING OUT ANOTHER BANK’S LOANS 


Senator HickENLoopeEr. I shall use the Export-Import Bank as an 
illustration because personally I think very highly of its operations, 
and I am not genera ally critical of the Export-Import Bank. I think 
it has done a fine job, a very successful job, and feeling that way I 
want to make clear that I am not now using it as a w shipping boy, 
but only as an illustration. 

Let’s assume that the Export-Import Bank had in some Latin 
American country got into a project which was not going along as well 
as they would like and after putting up a certain ‘amount of money 
they thought it was not in keeping with the charter, traditions, and 
methods of operation of the Bank for them to put up any more mone 
for this project. Since it had not been going along quite as it shoul 
and they wanted to pull out, they came to this Inter-American Devel- 
opment Bank and said: ‘Look, why don’t you take over this project? 
This has got some possibilities, but it is not good for the Export- 
Import Bank as it has turned out. Why don’t you buy us out, and 
you take over the project and go ahead with it with your loans?” Do 
you think that would be within the letter and the spirit of the powers 
of this Inter-American Bank? 

Mr. Ditton. No, sir. I think that it would be clearly within their 
powers, and it might be a thing they might very likely do to complete, 
carry the completion of a project which the Export-Import Bank had 
started and for one reason or another did not want to finish, they did 
not feel able to finish. But the fact that they might, the idea that they 

might buy out the investment of the Export-Import Bank as a part 
of that, I think would be contrary to the basic idea of this Bank. 

Now there is an example of the first type which I think is the type 
of thing that might occur or has occurred with the Development Loan 
Fund and the Export- Import Bank in the case of Haiti, where there 
was a project to build a dam and an irrigation project which the 
Export-Import Bank some years ago had put up the necessary money 
to build the dam. 

And then to carry this to fruition they felt that the Haitian economy 
was not in a position to assume additional dollar debt. So they came 
to the Development Loan Fund and said: ‘‘This is a good PrOerh 
but we don’t think Haiti can rightfully bear more dollar debt. Will y 
put up the relatively small amount that will be required to comp ots 
this project, to put it in better shape on the basis of repayment in 
local currency?” 
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And the Development Loan Fund did that. Now I can foresee 
funds for special operations here in this Bank might do a similar thing 
in a similar circumstance, but I can see no possibility of ever bailing 
out or buying out the Export-Import Bank’s, as an example, invest- 
ment project. 

Senator HickenLooper. | think that is all. 


BANK’S EMPHASIS ON WELL-PLANNED PROJECTS 


The Cuatrman. The Senator from Oregon? 

Senator Morse. I have a couple of matters to discuss, Mr. Secre- 
tary. On page 3 of your excellent statement you say in the middle of 
the third paragraph: 

All too often we hear that existing institutions are not making enough loans 
in Latin America, while at the same time the institutions are saying that they 
would be glad to make additional loans if they had well-planned, properly engi- 
neered projects to consider. I hope that the Inter-American Bank will emphasize 
the preparation of well-designed, well-engineered projects which will merit the 
attention of existing lending institutions as well as the Bank itself. 

I have several questions to ask, as I think there may be some impli- 
cations in that statement by you. Do you mean to point out in that 
language that it is not the expectation that the Inter-American Bank 
shall function as a financial institution where it will be easier to get 
loans for projects that otherwise would be turned down either by the 
World Bank or by the Export-Import Bank because there has not 
been submitted to those banks a _ well-engineered, well-designed 
program? 

Mr. Dition. No, sir. I think that fits in with the basic thought in 
that paragraph, which was to highlight the importance we attach to 
this technical assistance provision of the Bank’s charter and to its fune- 
tion in technical assistance. We think that this will be of major 
importance in helping these countries to prepare properly engineered 

rojects. 

This Bank would not be expected to make any loans except against 
properly prepared projects. But I think when they are prepared that 
way, they would be not only proper for this Bank, but for the other 
institutions, so it would help those institutions, too. 


STANDARDS FOR MAKING LOANS IN RESPECTIVE INTERNATIONAL BANKS 


Senator Morse. I want to develop that point of view for just a 
moment because I think it is very important. 

There is some negative, critical comment that the World Bank and 
the Export-Import Bank have been too tough with their loans. 
They have expected the loaning standards to be too high. Be that as 
it may, this record should show, should it not, that the administration 
is not supporting the Inter-American Bank program with the idea in 
mind that if a country cannot meet the loaning standards of the 
Export-Import Bank or the World Bank, then this banking facility 
may be available to it to get the kind of loan which it could not get 
from the Export-Import Bank? 

Mr. Driuiton. No, sir; we are not supporting it for that reason, and 
the reason we are supporting it is we think that it will do a great deal 
to raise the standards of the projects that are submitted to it and to 
the other banks. 
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COMPARISON OF INTER-AMERICAN BANK TO SMALL BUSINESS 
ADMINISTRATION 


Senator Morse. Sometimes the argument by analogy is used that 
back of the Inter-American Bank plan is the notion that it shall serve 
somewhat as the Small Business Administration serves in the United 
States in those instances in which the local banks will not make a loan 
to a small business because they think the risk is too great. Never- 
theless, the Small Business Administration has the legislative responsi- 
bility of seeing whether or not it is not a good project, and offers 
pretty good hope of paying out. 

Therefore the Small Business Administration makes the loan, 
even though the local bank may not make it. And the U.S. Govern- 
ment, for the welfare of our total economy, takes the gamble; and the 
gambles have paid out pretty well with respect to the Small Business 
Administration loans. But this record should show that we are not 
supporting this Inter-American Bank on any such theory as we 
support small business loans in this country for projects that may not 
meet the high standards of the local bank. 

Mr. Ditton. That is 100 percent correct, Senator, as far as the 
ordinary operations of the bank are concerned. Under the Fund for 
Special Operations they might make loans to certain types of things 
such as maybe social development types of things, social overhead 
types of things which would not ordinarily be made by the other 
lending institutions. But as you know that is a small proportion of 
the funds. 

Senator Morse. And we know in advance such loans are going to 
be repaid in soft currencies. 

Mr. Ditton. That is correct. 


SAME STANDARDS AS IN OTHER LENDING INSTITUTIONS 


Senator Morssz. That is only one section of the charter where 
loans of that type can be made. 

But the so-called hard money loans, the loans that are supposed 
to be made on the basis of the merits of the project, will require the 
same high standards as the other international banking institutions 
are supposed to require. 

Mr. Ditton. Exactly, the same, and of course that is essential, 
because one of the basic elements or hopes in this institution is that 
it will be able to market its securities to the public here, and they 
never could do so unless the public was convinced that they were 
only making loans on sound projects. 


COORDINATION OF WORK OF INTER-AMERICAN DEVELOPMENT BANK 
WITH OTHER BANKS 


Senator Morse. Is there any requirement that the country seek- 
ing to borrow money must go first to one of the other international 
loaning institutions, such as the Export-Import Bank or the World 
Bank, before it comes to the Inter-American Bank? 

Mr. Dutton. No, Senator. We think that most of the Latin Amer- 
ican countries will probably in the first instance come to this Bank. 
This Bank does have to take into account and is supposed to supple- 
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ment resources available elsewhere. So in the course of the study 
and preparation of the project, I think normal practice would be 
that they would discuss the matter probably with both the Export- 
Import Bank and the World Bank, and see whether they were inter- 
ested in it, and they might do it together or do it jointly on some 
basis that was mutually agreed. 

Senator Morse. That is the point I want to bring out. When 
you speak about this Bank—which really functions as a supplemen- 
tary agency to the other Banks—you want the record to show that 
it is not going to proceed to act in secrecy in relation to the other 
International Banks. If X Latin American country says: ‘‘We would 
like $5 million for a specific purpose’? and it comes to the Inter- 
American Bank, the officials of the Inter-American Bank may, and 
probably will in most instances, communicate with the officials of 
the Export-Import Bank and the World Bank, to the possible end of 
entering into a joint loan where all three Banks might conceivably, 
in a hypothetical case, make part of the loan. 

Mr. Ditton. That is correct. That is the intention and that is 
probably the basic reason why it was decided to make the headquarters 
of this institution in Washington, because such cooperation would be 
easier here where the headquarters of the other Banks exist. I think 
the actual language again in this article I is pretty specific on that 
because it says: 

In carrying out its functions the Bank shall cooperate as far as possible with 
national and international institutions and with private sources supplying invest- 
ment capital. 

So the Bank is under injunction there to cooperate. 

Senator Morse. I think it is important to make this point in the 
record, because it would be most unfortunate if the impression got 
abroad that this institution could be used to circumvent the stand- 
ards of the Export-Import Bank, or the World Bank, or both. 


“SPECIAL”? LOANS AND THE INTER-AMERICAN DEVELOPMENT BANK 


On page 4 of your statement, the first full paragraph, you say: 

With respect to special loans, ordinarily we will expect the Latin American 
countries to go to the Bank for the financing of their projects before they come to 
the Development Loan Fund. 

I think that matter needs amplification for this record. 

Mr. Ditton. That was said because loans made by the special fund, 
are repayable or can be repayable in the currency of the borrowers, 
which is the same authority which the Development Loan Fund has 
and so the same problem comes up as to relationship between special 
fund and the Development Loan Fund as comes up between the 
ordinary operations of this Bank and the operations of the Export- 
Import Bank and the World Bank. 

5 that case we feel that the provisions of the Development Loan 
Fund legislation govern, which prohibit the Development Loan Fund 
from making a loan if other sources of capital are available. 

Therefore the Development Loan Fund would not consider a proj- 
ect until they had checked that project with this Inter-American 
Bank. This would again mean that this Bank would be a kind of 
clearinghouse for those types of loans as well. 
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BANK’S SPECIAL FUND COMPARED TO SMALL BUSINESS ADMINISTRATION 


Senator Morse. In regard to the special loan fund, one might 
make the argument by analogy that there is a common ‘criterion for 
the Small Business Administration policy and this loan fund policy 
in that if a small businessman in the United States wants $100,000 
for a laundry remodeling job and the local banks will loan it to him, 
then the Sma!! Business Administration takes the position he must 
get the money from the local banks. 

But if they won’t loan it to him, and he is thought to be a good 
financial risk, then the Small Business Administration may, if it wants 
to, make the ‘loan. 

Is there not somewhat of an analogy in regard to the special loan 
fund of this Inter-American Bank, as far as our Government policy is 
concerned? 

Mr. Ditton. .That may be so, because the criteria for the special 
loan fund are very broad, and in effect are really left to the Executive 
Directors to set up. 


CREDIT ARRANGEMENT FOR BORROWING NATION TO DRAW ON LOAN AS 
PROJECT PROGRESSES 


Senator Morse. One final question. I think it has been implied 
in our discussion this morning, but I don’t think it has been specified. 

don’t think there has been any discussion in this record as to the 
tvpe of loan as far as the drawing power of the borrower is concerned, 
Is it intended, Mr. Secretary, that we are going to make greater use 
of a line of credit in a borrowing transaction? In other words, can 
the borrowing government use a credit line in accordance with this 
administrative polic: vy, once the lump sum has been loaned? 

Let me take one further minute to amplify what I mean. I think 
that there is a body of evidence in our international posts showing 
that in recent years—in our mutual security economic aid program, 
for example—we have been left holding the bag sometimes because 
we have made lump-sum grants with the expectation that they were 
going to be used for what we thought was their original purpose, and 
we later discover that in some instances the loans have been badly 
dissipated. Such might not have been the case if we had had some 
loan restrictions which said “You can proceed to draw on the loan on 
a line-of-credit basis only as the project goes up’’—I use a hypothetical 
argument for purposes of making my point clear in this record. 

Let’s suppose that X country gets a loan from the United States of 
$100 million to build a dam. Then for some reason or another 
unforeseen conditions usually being the excuse—they don’t get along 
very well with the dam. Our money is spent, but there is not much 
masonry to show for it. 

It has been suggested in many of our hearings over the past several 
years, that we ought to stress making more loans on a line-of-credit 
basis. You may have a joint committee of Americans and the citizens 
of the country getting the loan which would have the power to draw on 
the loan as the project actually comes into being stage by stage. Is 
there any merit in that suggestion at all—does it have any applic ai- 
tion to the loans which might be asked for from this Bank? 

Mr. Ditton. I would think that that sort of procedure, if I under- 
stand you right, Senator, would be followed. In other words, that 
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when the loan is made for a project such as a dam, that payments 
would only be made as there is definite progress according to a pre- 
arranged schedule on the construction of the dam. 

That is how we now operate in our Development Loan Fund. We 
work out a construction schedule the same way as one would on a 
construction project here, and we have engineers that are our own 
engineers to check the progress and we pay the money as it goes along. 

That would I think be the principle that the executive directors 
would set up to check on the details of their loans. 

So there is nothing in the charter in that much detail though the 
charter does say that loans should be for specific projects. 

Senator Morse. That is all, Mr. Chairman. 

The CHarrMANn. Thank you very much, Mr. Secretary. We are 
very glad to have your testimony. 

The next witness is Mr. Harnischfeger. 

Senator Morsg. Mr. Chairman, I have to go to the floor for debate. 

The CuarrmMan. Mr. Harnischfeger, you have a written statement 


I believe. 


STATEMENT OF WALTER HARNISCHFEGER, CHAIRMAN, CITI- 
ZENS FOREIGN AID COMMITTEE 


Mr. HARNISCHFEGER. Yes, sir. 

The CuatrMAN. Would you care to put your prepared statement in 
the record and tell us about it now? 

Mr. HArRNIScHFEGER. It won’t take very much time to read it. 

The CHaiRMAN. You may proceed as you wish. We may have to 
go to the floor, but you may proceed for as long as you can. 

Mr. HarniscureGer. My name is Walter Harnischfeger. I am 
chairman of the board of the Harnischfeger Corp., of Milwaukee. I 
have previously had the opportunity of appearing before you to pre- 
sent my views on foreign aid as national chairman of the Citizens 
Foreign Aid Committee. I appear before you today representing this 
committee to give you our views on the proposed Inter-American 
Development Bank and its relationship to the foreign aid program. 
The views that I wish to convey to you at this time represent the 
composite thinking of the Citizens Foreign Aid Committee whose 
members include business, professional, and military leaders who have 
had vast experience and profound knowledge of the economic and 
military conditions throughout the world. These members are sincere 
advocates of sound foreign trade and the maintenance and improve- 
ment of our relationships with our Latin American neighbors. 


SOUNDNESS OF PROPOSED BANK AND U.S. CONTRIBUTION TO BANK 


A consideration of the proposed Inter-American Development Bank 
required a study of its basic soundness, its necessity and its relation- 
ship to foreign aid, currently referred to as mutual security. At the 
outset, the Inter-American Development Bank could appear to be an 
inexpensive vehicle to assist the development program of our Latin 
American neighbors and thereby improve our relationship with them. 
The actual capital contribution of the United States of $350 million 
plus an additional $100 million for the special fund does not appear to 
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be a large sum of money by comparison with the billions we have, 
and are giving away through other agencies. 


BANK’S STRUCTURE 


A closer analysis reveals that the Bank’s structure would have 
inherent weaknesses that could defeat its ostensible purpose. Al- 
though the investment of the United States in the Bank is 41 percent 
of the total investment for the regular fund and 66 percent for the 
special fund, the United States will not have a commensurate ability 
to determine the policy of the Bank or the soundness of its under- 
takings. Conceivably, there could be many serious disagreements 
between the United States and the other participants on such matters 
that would adversely disturb the relationship between the respective 
countries. Practically speaking, the U.S. dollar loans will be most 
needed but the representative of the taxpayer who furnished the 
dollars has relatively little control over their distribution. Inevitably 
the U.S. taxpayers’ dollar will, in many cases, be used for projects 
that would be regarded as obviously unsound by the taxpayer. 


EXISTING LENDING FACILITIES 


Facilities for financing worthwhile development projects in the 
Western Hemisphere are already in existence and operation. We 
submit there is no sound development project in Latin America in 
existence or contemplated which could not be financed by either 
private lending agencies, the Export-Import Bank of Washington or 
the International Bank for Reconstruction and Development. Any 
expansion based on a sound program should be handled exclusively 
by Export-Import Bank of Washington, thereby giving us full control 
and assuring us that their excellent lending practices and administra- 
tion will apply. 

All obligations of the country, in whatever foreign exchange, must 
be held within the capacity of the respective countries to repay. 
The Export-Import Bank and private foreign lending agencies of the 
United States have well-established facilities to obtain an accurate 
knowledge of the internal economic conditions of the various Latin 
American countries and are fully qualified to appraise their capacities. 
It is good, commonsense to rely on these available facilities to deter- 
mine to what extent loans can improve the economies of the respective 
Latin American countries. 


ECONOMIC DANGERS AND POLITICAL PRESSURES INVOLVED IN CREATION 
OF BANK 


Many loans through the proposed Inter-American Development 
Bank would undoubtedly have a serious and ill effect on the general 
economy of the recipient country because sound lending practices 
will yield to political pressure. Also, soft money such as these loans 
compete with hard money and break down existing investments. 
Since the Inter-American Bank is neither necessary nor sound in 
structure from the standpoint of the United States interest, we come 
to the regrettable conclusion that the underlying reason for this Bank 
proposal is political. If the economic development of Latin American 
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countries, as well as those of other nations of the free world, is to be 
sound and sustaining, it must be built on the initiative, knowledge, 
ability and sense of responsibility of its nationals. To set up a bank- 
ing institution with the U.S. taxpayers’ funds that could and would 
be used to furnish Latin American loans because of political pressures 
rather than sound business needs would render a great disservice to 
our Latin American neighbors. We would thereby discourage, if not 
destroy, their initiative and sense of responsibility and encourage po- 
litical maneuvering for more handouts. In the end, the program 
would be a political boomerang, as our previous foreign aid to Latin 
America has proven to be. Our experience in Venezuela and Bolivia 
should be persuasive examples that you cannot buy friends. 

The sethuiay of the Peruvian Mining Co. in Peru illustrates the 
sound traditional, effective American way of assisting our Latin 
American neighbors in the development of their economy. This 
company spent $300 million in order to develop a mining property, 
which incidentally is about $7 billion higher than the Marshall pro- 
gram which was really at the time of the great crisis after the war. 


GOLD FLIGHT AND OTHER DANGERS TO U.S. ECONOMY 


And this is proposed when we are experiencing an excessive outflow 
of gold. With the departure of $400 million to date, in 1959, our 
experience could equal the take out of $2.6 billion last year. In fact 
the Wall Street Journal says $500 million to date in 1959, our expe- 
rience could equal the take out of $2.6 billion last year. Seventy 
percent of our gold reserve is subject to foreign demand. Further 
substantial reductions would collapse our currency. 

If our contemplated deficit, the gold flight and the size of our na- 
tional debt at this time is causing sincere apprehension in financial 
circles and a downgrade of regard for our currency, certainly this 
additional burden of foreign-aid appropriations of all types, aggravat- 
ing our economic illness, will cause greater apprehension. We will 
thereby gradually destroy our economy and become an easy prey for 
Soviet control. There are many reasons why the foreign-aid pro- 

ram is unacceptable, and certainly one of the most persuasive is the 
fact that we can’t afford it. 

The proponents of foreign aid fallaciously argue that the recipients 
of foreign aid become economically and militarily stable through our 
aid and a grateful ally in the cold war. The contrary is true. Ex- 
perts in political economy state that Karl Marx regarded foreign aid 
as a medium to sow the seed of socialism. That is apparent from our 
own experience since many of the recipients of our aid have con- 
currently developed a socialist government with nationalization of 
industry. 


EXPERIENCE WITH PROJECTS OF DEVELOPMENT LOAN FUND 


Although structurally different, the proposed Inter-American Devel- 
opment Bank program is related to the Development Loan Fund 
program. It is well to consider, therefore, some of the aspects of the 
Development Loan Fund since our experience with this Fund will be 
repeated in the operation of the Inter-American Development Bank. 

Those presenting the case in behalf of the Development Loan Fund 

the Congress and to the public have created an impression that 
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loans will be made only for approved projects. This implies full 
economic and engineering justification as well as complete specifi- 
cations and cost estimates. The contrary has been our experience, 
A loan of $47,500,000 has been granted to Iran’s plan organization to 
help finance projects which are part of Iran’s 7-year development 
program on which it proposes to spend more than $1 billion. The 
loan will be used to help farmers buy agricultural machinery; to help 
import silos; to help build sewage facilities and to help control pests, 
among other things. There are many other such examples. Such loans 
encourage the recipients toward socialism. Also, our experience in 
taking local currency indicates difficulties in administration and 
dangers of political involvement in other countries. 


OPERATIONS OF DEVELOPMENT LOAN FUND 


The unsoundness of a program which provides for payment in 
dollars and possible repayment in local currency is well expressed in 
the report of the committee selected by the President himself in 1956 
to study foreign aid: 

In our view, loans by the United States, repayable in the inconvertible currencies 
of foreign nations are undesirable and the practice of granting them should be 
terminated. Our relations with other countries will suffer from U.S. control of 
large amounts of their currencies. The soundness of the loan device should not be 
jeopardized by inviting repayment in foreign currencies which cannot be freely 
spent by the United States. 

Any experienced international banker will determine through 
service of engineers, technicians and other personnel the merits of 
any project which he is requested to finance. This is the only sound 
busjness method. There is nothing to indicate that the Department 
of State and the Development Loan Fund intend to follow a similar 
policy. This is borne out by the fact that between October 1957 
and February 1959 the Fund committed itself to 70 projects in 33 
countries. This means that no independent and thorough examina- 
tion of all the individual projects was ever made or could possibly 
have been made within the time involved. Since the Department 
of State and the Development Loan Fund cannot possibly provide a 
rigid investigation and sufficient justification and economic technical 
grounds for each financed project, there will be a great measure of 
waste and unjustifiable financing. 


INTER-AMERICAN DEVELOPMENT BANK EXPECTED TO BE ANOTHER 
SOURCE OF SOFT LOANS 


As stated above, we likewise cannot reasonably expect there will be 
adequate investigation and evaluation of projects before loans are 
made by the Inter-American Development Bank. 

Our experience with the Development Loan Fund is ample evidence 
that the Fund is a mere subterfuge to appease those hostile to out- 
right grants. The Inter-American Development Bank having similar 
characteristics should be recognized as another soft loan program. 

Since the Inter-American Development Bank must be considered 
as part of the overall foreign aid program, it bears the inherent weak- 
nesses of the program as such, as well as those which are peculiar to 
itself as set forth in this statement. 
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We respectfully submit, therefore, that no authority be granted for 
membership on the part of the United States in the Inter-American 
Development Bank as proposed. We further respectfully suggest 
the members of this committee and all the other Members of the Con- 

ess reconsider the necessity for further substantial reduction of 
sien aid and its eventual elimination. 

The CHarrMAN. Thank you very much, sir. Do you wish to add 
anything further? 


TIGHT CONTROL OVER INTERNATIONAL LOANS SHOULD BE U.S. OBJECTIVE 


Mr. HarniscHFeGeER. I just want to emphasize once more that I 
think all of us recognize that Latin America and the Western Hemi- 
sphere certainly should have first consideration in our programs. 
And by the same token I believe that the Export-Import Bank has 
done an outstanding job, and that under the new competitive condi- 
tions in the international markets these bank loan funds would prob- 
ably also gravitate toward Europe. The Common Market in Europe 
is making the American equipment and industry market much more 
competitive, and of course if we loan under the World Bank, we will 
be sure we have control of those funds and we can utilize them in 
areas that the American economy will get the maximum benefit out 
of. I think that still is one of the objectives. 

I guess that covers what I have got to say. 

(Mr. Harnischfeger’s prepared statement is as follows:) 


STATEMENT OF WALTER HARNISCHFEGER, CHAIRMAN, CiTIzZENS FOREIGN AID 
CoMMITTEE 


Mr. Chairman and members of the committee, my name is Walter Harnisch- 
feger. I am chairman of the board of the Harnischfeger Corp., of Milwaukee. 
I have previously had the opportunity of appearing before you to present my 
views on foreign aid as national chairman of the Citizens Foreign Aid Committee. 


CITIZENS FOREIGN AID COMMITTEE VIEW ON INTER-AMERICAN DEVELOPMENT BANK 


I appear before you today representing this Committee to give you our views 
on the proposed Inter-American Development Bank and its relationship to the 
foreign aid program. The views that I wish to convey to you at this time represent 
the composite thinking of the Citizens Foreign Aid Committee whose members 
include business, professional and military leaders who have had vast experience 
and profound knowledge of the economic and military conditions throughout the 
world. These members are sincere advocates of sound foreign trade and the 
maintenance and improvement of our relationships with our Latin American 
neighbors. 

A consideration of the proposed Inter-American Development Bank requires 
a study of its basic soundness, its necessity and its relationship to foreign aid, 
currently referred to as mutual security. At the outset, the Inter-American 
Development Bank could appear to be an inexpensive vehicle to assist the develop- 
ment program of our Latin American neighbors and thereby improve our relation- 
ship with them. The actual capital contribution of the United States of $350 
million plus an additional $100 million for the special fund does not appear to be 
a large sum of money by comparison with the billions we have, and are giving 
away through other agencies. 


PROPOSED BANK INHERENTLY WEAK AND UNNECESSARY 


A closer analysis reveals that the Bank’s structure would have inherent weak- 
hesses that could defeat its ostensible purpose. Although the investment of the 
United States in the Bank is 41 percent of the total investment for the regular 
fund and 66 percent for the special fund, the United States will not have a com- 
Mensurate ability to determine the policy of the Bank or the soundness of its 
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undertakings. Conceivably, there could be many serious disagreements between 
the United States and the other participants on such matters that would adversely 
disturb the relationship between the respective countries. Practically speaking, 
the U.S. dollar loans will be most needed but the representative of the taxpayer 
who furnished the dollars has relatively little control over their distribution. 
Inevitably, the U.S. taxpayers’ dollar will, in many cases, be used for projects 
that would be regarded as obviously unsound by the taxpayer. 

Facilities for financing worthwhile development projects in the Western Hemi- 
sphere are already in existence and operation. We submit there is no sound 
development project in Latin America in existence or contemplated which could 
not be financed by either private lending agencies, the Export-Import Bank of 
Washington or the International Bank for Reconstruction and Development. 
Any expansion based on a sound program should be handled exclusively by Export- 
Import Bank of Washington, thereby giving us full control and assuring us that 
their excellent lending practices and administration will apply. 

All obligations of the country, in whatever foreign exchange, must be held within 
the capacity of the respective countries to repay. The Export-Import Bank and 
private foreign lending agencies of the United States have well established facilities 
to obtain an accurate knowledge of the internal economic conditions of the various 
Latin American countries and are fully qualified to appraise their capacities. It 
is good, commonsense to rely on these available facilities to determine to what 
extent loans can improve the economies of the respective Latin American coun- 
tries. Many loans through the proposed Inter-American Development Bank 
would undoubtedly have a serious and ill effect on the general economy of the 
recipient country because sound lending practices will yield to political pressure, 
Also, soft money such as these loans compete with hard money and break down 
existing investments. 


DANGERS OF PROPOSED BANK TO LATIN AMERICAN ECONOMIES 


Since the Inter-American Bank is neither necessary nor sound in structure 
from the standpoint of the U.S. interest, we come to the regrettable conclusion 
that the underlying reason for this Bank is political. If the economic develop- 
ment of Latin American countries, as well as those of other nations of the free 
world, is to be sound and sustaining, it must be built on the initiative, knowledge, 
ability, and sense of responsibility of its nationals. To set up a banking institu- 
tion with the U.S. taxpayers’ funds that could and would be used to furnish 
Latin American loans because of political pressures rather than sound business 
needs would render a great disservice to our Latin American neighbors. We 
would thereby discourage, if not destroy, their initiative and sense of responsibil- 
ity and encourage political maneuvering for more handouts. In the end, this 
program would be a political boomerang as our previous foreign aid to Latin 
America has proven to be. Our experience in Venezuela and Bolivia should be 
persuasive examples that you cannot buy friends. 


PERUVIAN MINING CO. AS EXAMPLE OF SOUND ASSISTANCE ACTIVITY 


The activity of the Peruvian Mining Co. in Peru illustrates the sound, tradi- 
tional, effective, American way of assisting our Latin American neighbors in the 
development of their economy. This company spent $300 million in order to 
develop a mining property. This program was administered and executed with 
450 Americans and 7,000 natives. They built cities, churches, hospitals, and 
houses. This was done with private capital. This constructive private enter- 
prise, however, will be subjected to unfair competition from any developments 
who have recourse to soft loans such as would be available through the Inter- 
American Development Bank and Development Loan Fund. 


U.S. GOVERNMENT SHOULD ESPOUSE POLICIES TO ENCOURAGE PRIVATE INVESTMENT 
ABROAD 


Instead of providing additional Government funds, we urge our State Depart- 
ment to impress on all foreign nations the importance of providing the proper 
climate for private investments and develop a program to encourage private cap- 
ital with sound participation of the Export-Import Bank to expand investments 
in foreign countries. 

One stimulant to increase American exports abroad would be reinsurance of 
credits of goods produced by American manufacturers on income producing 
equipment sold on time to compete with such reinsurance plans offered by Great 
Britain and Germany. 
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The Congress through appropriate tax legislation and other measures should 
encourage private investment to supply any indicated financial assistance for 
foreign development. Such capital, available and adequate for all meritorious 
projects, is the proper source of assistance rather than foreign aid agencies and 
programs. 


DANGERS TO U.S. ECONOMY OF INTER-AMERICAN DEVELOPMENT BANK AND FOREIGN 
AID PROGRAM AS A WHOLE 


Since the Inter-American Development Bank proposal has a distinct political 
flavor, it must be regarded as an integral part of our general foreign aid program. 
[ have previously given you our views generally on foreign aid, which were set 
forth in my statement on May 21, 1959. I respectfully refer you to it. At this 
time, I will confine my remarks to certain pertinent aspects. 

We have been gratified to observe that the public has become increasingly 
concerned with the use of tax dollars for foreign aid expenditures. They, like the 
members of our committee, challenge the proponents of foreign aid to produce 
figures showing the foreign aid program will not contribute substantially to infla- 
tion and ultimate governmental insolvency. The $12 billion deficit which is facing 
us is certain to have a further inflationary effect. The recommended appropria- 
tions to foreign aid, even as reduced by the House of Representatives would 
contribute largely to this deficit and the resulting inflation. 

The public is also showing an increasing concern for the size of the Government 
obligations of $286 billion, which is only part of the total national debt. To this 
debt, of course, would be added much of the following huge foreign aid appropria- 
tions if approved: $6.6 billion ICA funds in the pipeline; $3.9 billion additional 
foreign aid requested by the administration; $400 million requested by the Draper 
Committee ; $1.2 billion for the Monetary Fund; $3.4 billion additional U.S. par- 
ticipation in the World Bank loan; $450 million Inter-American Development 
Bank Act; $7.5 billion proposed for Development Loan Fund over 5 years. This 
makes a total of $22.4 billion. 

And this is proposed when we are experiencing an excessive outflow of gold. 
With the departure of $400 million to date, in 1959, our experience could equal 
the takeout of $2.6 billion last year. Seventy percent of our gold reserve is 
subject to foreign demand. Further substantial reductions would collapse our 
currency. 

If our contemplated deficit, the gold flight and the size of our national debt at 
this time is causing sincere apprehension in financial circles and a downgrade 
of regard for our currency, certainly this additional burden of foreign aid appro- 
priations of all types, aggravating our economic illness, will cause greater appre- 
hension. We will thereby gradually destroy our economy and become an easy 
prey for Soviet control. There are many reasons why the foreign aid program is 
unacceptable, and certainly one of the most persuasive is the fact that we can’t 
afford it. 

The proponents of foreign aid fallaciously argue that the recipients of foreign 
aid become economically and militarily stable through our aid and a grateful 
ally in the cold war. The contrary is true. Experts in political economy state 
that Karl Marx regarded foreign aid as a medium to sow the seed of socialism. 
That is apparent from our own experience since many of the recipients of our aid 
have concurrently developed a socialist government with nationalization of 
industry. 


DLF EXPERIENCE SHOULD WARN AGAINST CREATION OF INTER-AMERICAN 
DEVELOPMENT BANK 


Although structurally different, the proposed Inter-American Development 
Bank program is related to the Development Loan Fund program. It is well to 
consider, therefore, some of the aspects of the Development Loan Fund since 
our experience with this Fund will be repeated in the operation of the Inter- 
American Development Bank. 

Those presenting the case in behalf of the Development Loan Fund to the 
Congress and to the public have created an impression that loans will be made 
only for approved projects. This implies full economic and engineering justifica- 
tion, as well as complete specifications and cost estimates. The contrary has 
been our experience. A loan of $47,500,000 has been granted to Iran’s plan 
organization to help finance projects which are part of Iran’s 7 year development 
program, on which it proposes to spend more than $1 billion. The loan will be 
used to help farmers buy agricultural machinery; to help import silos; to help 
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build sewage facilities and to help control pests, among other things. There are 
many other suchexamples. Such loans encourage the recipients toward socialism, 

Also, our experience in taking local currency indicates difficulties in administra- 
tion and dangers of political involvement in other countries. 

The unsoundness of a program which provides for payment in dollars and 
possible repayment in local currency is well expressed in the report of the com- 
mittee selected by the President himself in 1956 to study foreign aid: 

“In our view, loans by the United States, repayable in the inconvertible cur- 
rencies of foreign nations are undesirable and the practice of granting them should 
be terminated. Our relations with other countries will suffer from U.S. control of 
large amounts of their currencies. The soundness of the loan device should not 
be jeopardized by inviting repayment in foreign currencies which cannot be freely 
spent by the United States.” 

Any experienced international banker will determine through service of en- 
gineers, technicians, and other personnel the merits of any project which he is 
requested to finance. This is the only sound business method. There is nothing 
to indicate that the Department of State and the Development Loan Fund intend 
to follow a similar policy. This is borne out by the fact that between October 
1957 and February 1959 the Fund committed itself to 70 projects in 33 countries, 
This means that no independent and thorough examination of all the individual 
projects was ever made or could possibly have been made within the time involved, 
Since the Department of State and the Development Loan Fund cannot possibly 
provide a rigid investigation and sufficient justification and economic technical 
grounds for each financed project, there will be a great measure of waste and un- 
justifiable financing. As stated above, we likewise cannot reasonably expect 
there will be adequate investigation and evaluation of projects before loans are 
made by the Inter-American Development Bank. 

Our experience with the Development Loan Fund is ample evidence that the 
Fund is a mere subterfuge to appease those hostile to outright grants. The Inter- 
American Development Bank having similar characteristics should be recognized 
as another soft loan program. 

Since the Inter-American Development Bank must be considered as part of 
the overall foreign aid program, it bears the inherent weaknesses of the program 
as such, as well as those which are peculiar to itself as set forth in this statement, 

We respectfully submit, therefore, that no authority be granted for member- 
ship on the part of the United States in the Inter-American Development Bank 
as proposed. We further respectfully suggest the members of this committee and 
all the other Members of the Congress reconsider the necessity for further sub- 
stantial reduction of foreign aid and its eventual elimination. 


The Cnarrman. Thank you very much. The Committee has also 
received a statement by the U.S. Council of the International Chamber 
of Commerce, Inc., which will be printed in the record at this point, 

U.S. CouNcIL OF THE 
INTERNATIONAL CHAMBER OF COMMERCE, INC., 
New York, N.Y., June 22, 1959. 
Hon. J. W. Fursrrenr, 
Chairman, Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 

Dear SENATOR FuLBRIGHT: We presume that the Committee on Foreign Re- 
lations will soon hold hearings on the bill authorizing U.S. membership in the 
Inter-American Development Bank. The Council’s Committee on Foreign 
Investment and Economic Development reviewed this proposal in detail and 
recommended that the Council should endorse U.S. membership in the proposed 
institution. This recommendation was approved by the Executive Committee of 
the Council. 

On June 4, 1959, Mr. Victor Folsom, foreign counsel of Sterling Drug, Inc., 
presented our views to the Committee on Banking and Currency of the House of 
Representatives. Enclosed with this letter are copies of his testimony. We 
request that this letter and the enclosed testimony be included in the record of 
your committee’s consideration of the Inter-American Development Bank. 

Sincerely yours, 
Pair Cortney, Chairman, 
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STATEMENT IN Support oF H.R. 7072, a Britt To Aurnorize U.S. MEMBERSHIP 
IN THE INTER-AMERICAN DEVELOPMENT BANK, BY VicToR C. FoLsom on 
BEHALF OF THE U.S. CounciL oF THE INTERNATIONAL CHAMBER OF COMMERCE, 
BEFrorE THE COMMITTEE ON BANKING AND CURRENCY, Houses or REPRESENTA- 
TIVES, JUNE 4, 1959 


Mr. Chairman, I wish to thank you for this opportunity to appear and present 
the views of the U.S. Council on this important topic. My name is Victor C. 
Folsom. My business position is foreign counsel of Sterling Drug, Inc. and its 
subsidiaries, Sterling Products International and the Sydney Ross Co., which 
have been a part of the economic development of Latin America for more than 
50 years. I am appearing here today to offer testimony in support of the bill to 
authorize U.S. membership in the proposed Inter-American Development Bank, 
H.R. 7072. 

The U.S. Council is an organization composed of the American members of the 
International Chamber of Commerce. It is incorporated in the State of New 
York, and its policies are set by an executive committee composed of some of 
the most outstanding business figures in the United States. The membership 
of the council includes firms and business organizations in virtually every field of 
enterprise and in all parts of the country. 


WHY UNITED STATES SHOULD PARTICIPATE IN INTER-AMERICAN DEVELOPMENT BANK 


After thorough review of the proposal to create an Inter-American Development 
Bank first by the council’s committee on foreign investment and economic develop- 
ment and then by the council’s executive committee, we have come to the con- 
clusion that this would be a useful institution which the United States should join. 
Accordingly we favor passage of H.R. 7072. 

There are many good reasons why the Inter-American Development Bank 
should be supported by this country. The idea that the American Republics 
should have their own financial institution is one of long standing. However, 
until about 1% years ago the United States did not actively support it. Com- 
mencing about that time, our Government has actively urged the study of the 
idea which culminated in the signing of the agreement in January. In view of 
our economic assistance to other parts of the world, this new financial association 
to strengthen our traditional partnership with our good neighbors to the south 
is overdue. 

Thus the United States has taken the initiative in proposing a workable 
hemispheric development bank. The terms of the agreement establishing the 
Bank were negotiated over a period of several months. The President of the 
United States has strongly endorsed the proposal. If the United States drew 
back now and withheld approval, the adverse effect on our relations with Latin 
America would be severe. 


PRIVATE INVESTMENT IMPORTANT, BUT NEEDS TO BE SUPPLEMENTED 


The U.S. Council believes that the incentive system of private enterprise is the 
most effective one to foster sound economic development. We think it is our 
best export product, and we advocate its use everywhere. At the same time, 
we recognize that private capital is not always able to do the whole job and that 
international financial agencies, such as the proposed Inter-American Bank, can 
serve as catalysts to private capital. We hope that the new Bank would serve 
this catalytic function and cause private capital, both domestic and foreign, to be 
invested in a volume many times that of the capital of the Bank. 

U.S. private investment has contributed much to the economic develop- 
ment of Latin America and it will continue to do so in the future. Private in- 
vestment combines financing and know-how in one coordinated package. Public 
lending institutions have extended very substantial credits to supplement the flow 
of private capital. We believe that the proposed bank could serve to accelerate 
the process of economic development in a manner not being done by existing 
organizations. 


ADVANTACES OF COOPERATIVE HEMISPHERIC UNDERTAKING 


From the point of view of the United States, the fact that this would be a 
cooperative undertaking in which the Latin American countries would make con- 
tributions in proportion to their ability to do so would be a distinct advantage. 
Half of the paid-in capital which the member nations would subscribe would be 
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build sewage facilities and to help control pests, among other things. There are 
many other suchexamples. Such loans encourage the recipients toward socialism, 

Also, our experience in taking local currency indicates difficulties in administra- 
tion and dangers of political involvement in other countries. 

The unsoundness of a program which provides for payment in dollars and 
possible repayment in local currency is well expressed in the report of the com- 
mittee selected by the President himself in 1956 to study foreign aid: 

“In our view, loans by the United States, repayable in the inconvertible cur- 
rencies of foreign nations are undesirable and the practice of granting them should 
be terminated. Our relations with other countries will suffer from U.S. control of 
large amounts of their currencies. The soundness of the loan device should not 
be jeopardized by inviting repayment in foreign currencies which cannot be freely 
spent by the United States.” 

Any experienced international banker will determine through service of en- 
gineers, technicians, and other personnel the merits of any project which he is 
requested to finance. This is the only sound business method. There is nothing 
to indicate that the Department of State and the Development Loan Fund intend 
to follow a similar policy. This is borne out by the fact that between October 
1957 and February 1959 the Fund committed itself to 70 projects in 33 countries, 
This means that no independent and thorough examination of all the individual 
projects was ever made or could possibly have been made within the time involved, 
Since the Department of State and the Development Loan Fund cannot possibly 
provide a rigid investigation and sufficient justification and economic technical 
grounds for each financed project, there will be a great measure of waste and un- 
justifiable financing. As stated above, we likewise cannot reasonably expect 
there will be adequate investigation and evaluation of projects before loans are 
made by the Inter-American Development Bank. 

Our experience with the Development Loan Fund is ample evidence that the 
Fund is a mere subterfuge to appease those hostile to outright grants. The Inter- 
American Development Bank having similar characteristics should be recognized 
as another soft loan program. 

Since the Inter-American Development Bank must be considered as part of 
the overall foreign aid program, it bears the inherent weaknesses of the program 
as such, as well as those which are peculiar to itself as set forth in this statement. 

We respectfully submit, therefore, that no authority be granted for member- 
ship on the part of the United States in the Inter-American Development Bank 
as proposed. We further respectfully suggest the members of this committee and 
all the other Members of the Congress reconsider the necessity for further sub- 
stantial reduction of foreign aid and its eventual elimination, 


The Cuarrman. Thank you very much. The Committee has also 
received a statement by the U.S. Council of the International Chamber 
of Commerce, Inc., which will be printed in the record at this point, 


U.S. CouNncIL oF THE 
INTERNATIONAL CHAMBER OF COMMERCE, INC., 
New York, N.Y., June 22, 1959. 
Hon. J. W. Fursrrent, 
Chairman, Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 

Dear SENATOR FuLBRiIGHT: We presume that the Committee on Foreign Re- 
lations will soon hold hearings on the bill authorizing U.S. membership in the 
Inter-American Development Bank. The Council’s Committee on Foreign 
Investment and Economic Development reviewed this proposal in detail and 
recommended that the Council should endorse U.S. membership in the proposed 
institution. This recommendation was approved by the Executive Committee of 
the Council. 

On June 4, 1959, Mr. Victor Folsom, foreign counsel of Sterling Drug, Inc., 
presented our views to the Committee on Banking and Currency of the House of 
Representatives. Enclosed with this letter are copies of his testimony. We 
request that this letter and the enclosed testimony be included in the record of 
your committee’s consideration of the Inter-American Development Bank. 

Sincerely yours, 
Poitie Cortney, Chairman. 
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STATEMENT IN Support oF H.R. 7072, a Birt To Aurnorize U.S. MEMBERSHIP 
IN THE INTER-AMERICAN DEVELOPMENT BANK, BY Victor C. FoLsom on 
BEHALF OF THE U.S. CounciL oF THE INTERNATIONAL CHAMBER OF COMMERCE, 
BEerore THE COMMITTEE ON BANKING AND CURRENCY, Hovuss or REPRESENTA- 
TIVES, JUNE -4, 1959 


Mr. Chairman, I wish to thank you for this opportunity to appear and present 
the views of the U.S. Council on this important topic. My name is Victor C. 
Folsom. My business position is foreign counsel of Sterling Drug, Inc. and its 
subsidiaries, Sterling Products International and the Sydney Ross Co., which 
have been a part of the economic development of Latin America for more than 
50 years. I am appearing here today to offer testimony in support of the bill to 
a. membership in the proposed Inter-American Development Bank, 
H.R. 7072. 

The U.S. Council is an organization composed of the American members of the 
International Chamber of Commerce. It is incorporated in the State of New 
York, and its policies are set by an executive committee composed of some of 
the most outstanding business figures in the United States. The membership 
of the council includes firms and business organizations in virtually every field of 
enterprise and in all parts of the country. 


WHY UNITED STATES’SHOULD PARTICIPATE IN INTER-AMERICAN DEVELOPMENT BANK 


After thorough review of the proposal to create an Inter-American Development 
Bank first by the council’s committee on foreign investment and economic develop- 
ment and then by the council’s executive committee, we have come to the con- 
clusion that this would be a useful institution which the United States should join. 
Accordingly we favor passage of H.R. 7072. 

There are many good reasons why the Inter-American Development Bank 
should be supported by this country. The idea that the American Republics 
should have their own financial institution is one of long standing. However, 
until about 1% years ago the United States did not actively support it. Com- 
mencing about that time, our Government has actively urged the study of the 
idea which culminated in the signing of the agreement in January. In view of 
our economic assistance to other parts of the world, this new financial association 
to strengthen our traditional partnership with our good neighbors to the south 
is overdue. 

Thus the United States has taken the initiative in proposing a workable 
hemispheric development bank. The terms of the agreement establishing the 
Bank were negotiated over a period of several months. The President of the 
United States has strongly endorsed the proposal. If the United States drew 
back now and withheld approval, the adverse effect on our relations with Latin 
America would be severe. 


PRIVATE INVESTMENT IMPORTANT, BUT NEEDS TO BE SUPPLEMENTED 


The U.S. Council believes that the incentive system of private enterprise is the 
most effective one to foster sound economic development. We think it is our 
best export product, and we advocate its use everywhere. At the same time, 
we recognize that private capital is not always able to do the whole job and that 
international financial agencies, such as the proposed Inter-American Bank, can 
serve as catalysts to private capital. We hope that the new Bank would serve 
this catalytic function and cause private capital, both domestic and foreign, to be 
invested in a volume many times that of the capital of the Bank. 

U.S. private investment has contributed much to the economic develop- 
ment of Latin America and it will continue to do so in the future. Private in- 
vestment combines financing and know-how in one coordinated package. Public 
lending institutions have extended very substantial credits to supplement the flow 
of private capital. We believe that the proposed bank could serve to accelerate 
the process of economic development in a manner not being done by existing 
organizations. 


ADVANTACES OF COOPERATIVE HEMISPHERIC UNDERTAKING 


From the point of view of the United States, the fact that this would be a 
cooperative undertaking in which the Latin American countries would make con- 
tributions in proportion to their ability to do so would be a distinct advantage. 
Half of the paid-in capital which the member nations would subscribe would be 
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in the form of gold or dollars so that the United States would not be the only 
nation supplying hard currencies. Under the terms of the agreement the other 
American Republics would advance no less than $125 million of paid-in capital] 
in the form of gold or dollars. The currencies of several prospective members 
in addition to the United States are fully convertible so the ‘‘national curreney” 
yortion of the paid-in capital subscribed by these countries would also be hard, 

his financial participation by the Latin American Republics means that they 
will have a very real interest in making sure that the Bank is run on sound banking 
principles. 1 

No loan could be made by the Fund for Special Operations unless the United 
States voted in favor of it. Therefore it seems to us that the interests of this 
country in this soft loan portion of the proposed institution would be protected 
as well as possible. Political pressures from time to time may make it hard for 
the United States to veto certain loans requested of the special fund, but this is 
a problem which must be faced when it arises. 


ACTIVE TECHNICAL ASSISTANCE PROGRAM UNDER AUSPICES OF PROPOSED BANK 


We are also impressed by the fact that the agreement which would establish 
the Bank contemplates an active program of technical assistance to prospective 
borrowers. Since the purpose of this Bank is to promote economic growth, it is 
appropriate that it utilize the resources and skills which it will command to help 
overcome the obstacles to such growth. <A very formidable barrier to economie 
development is the lack of sufficient numbers of technically trained people. The 
preparation of an acceptable loan application requires a fairly high degree of 
technical competence. Many of the less economically advanced countries have 
found difficulties in meeting this first essential step in the process of mobilizing 
sapital for their development. Technical assistance from the proposed Inter- 
American Bank would help to break down this obstacle. 


DANGER OF DUPLICATING LENDING OPERATIONS OF VARIOUS INTERNATIONAL 
INSTITUTIONS 


There are two points which cause the U.S. Council concern. The first of these 
is the danger that this new institution will duplicate work already being done by 
existing organizations such as the Export-Import Bank and the International 
Bank for Reconstruction and Development. Which of these institutions would 
be the proper one to handle a particular loan application? Are we proposing to 
create unhealthy rivalry among these governmental lending organizations? We 
recognize that the National Advisory Council is charged with the duty of coordi- 
nating U.S. participation in international financial affairs, but can we expect it 
to reach down to the level of individual loan applications? This new institution 
will be located in Washington so that informal coordination between the staff 
of the proposed Bank and those of the Export-Import Bank and the International 
Bank is possible. We would hope that the necessity for such coordination would 
be recognized and it would be carried out. 


DANGER OF COMPETITION TO PRIVATE INVESTORS 


Our second concern in part grows out of the first. Governmental lending 
agencies do offer competition with private lenders. Since governmental lenders 
are sometimes in a position to offer better terms, this can be severe competition of a 
kind which private lenders should not have to face. The charters of these institu- 
tions all require that they lend only in situations where private financing is 
unavailable, but the men running these institutions understandably want to see 
their organizations do a flourishing business. We have some worry that a new 
governmental lending institution will add further to this type of competition 
with private lenders both because it is another source of government capital 
and because it may increase competition among government lenders, 
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COUNCIL FAVORS ESTABLISHMENT OF INTER-AMERICAN DEVELOPMENT BANK 


In order that there be no misunderstanding about the position of the U.S. 
Council, let me make it perfectly clear that we support the proposed Inter-Ameri- 
can Development Bank in spite of these reservations. We feel that it will 
contribute to the growth of the Latin American economies. The fact that the 
Latin Americans themselves will provide a substantial part of the capital and have 
an important role in the management of the Bank are definite advantages. There 
is no better way to reveal the viewpoint of a lender to a borrower than to make 
the borrower himself a lender of some of his own hard currency. 

I will be glad to try to answer any questions. Thank you, Mr. Chairman. 


The CHAtRMAN. The committee stands in adjournment. 
(Whereupon, at 12:45 p.m. the committee adjourned.) 
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